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---On commencing at 9:30 a.m. 

THE CHALTRMAN: Miss MacGill, it is about 9:25. 


We can wait the other five minutes, but if you are 


Does it suit you? 


MISS MacGILL: What about the press, Mr. Carter? 


Will we get any further ones? Will we lose the advantage? 


THE CHAIRMAN: You might lose the advantage. 

MISS MacGILL: Then if you don't mind, we would 
rather wait. 

THE CHAIRMAN: I think you have a point. 

It is now 9:30. Mr. Secretary, is there any 
business before we commence with this morning's hearing? 

THE SECRETARY: No business. 

THE CHALRMAN: Would you introduce our visitors 
to us? 

THE SECRETARY: Mr. Chairman and Commissioners, 
this morning we have with us Miss Elsie G. MacGill, Miss 
Ged. ceed C.A., and Miss C. Van Dine, officers of the 
Canadian Federation of Business and Professional Women's 
Clubs. Miss MacGill will speak to this brief which was 
received in the Commission's Offices earlier. I would like 


to enter it into the record as Exhibit 51. 


---EXHIBIT NO, 51: Bubmission of the Canadian 
Federation of Business and 


Professional Women's Clubs. 


completely ready to go, we may as well start ahead of timel. 


| 
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SUBMISSION OF 
9|| THE CANADIAN FEDERATION OF BUSINESS AND PROFESSIONAL WOMEN/S 
3. CLUBS 
al APPEARANCES: 
5! Miss Elsie G. MacGill - President 
| Miss G@.C. Conmee, C.A. 
6| Miss C. Van Dine 
7| 
THE CHAIRMAN: Thank you, Mr. Secretary. Good 
; morning, Miss MacGill and ladies. We have Scheel oe your 
4 brief. We have examined it and we have some questions to 
gs put to you. Usually before questions the person appearing 
| likes to speak to it, to amplify it or modify it or merely 
mi to summarize what is here, and that is certainly your 
7 privilege if you wish to do so. There is no need to read 
5: it to us. We have already done so. Would you care to 
® speak to it and you may remain seated. 
a MISS MacGILL: Thank you very much. We do 
" welcome this opportunity of presenting the material to the 
" Commission on behalf of our Federation. We have prepared 
" a brief, as you see, in the way specified and have put up 
7 a summary of recommendations which I gather you do not 
‘i: care to have us read as you have all done that. 
a THE CHAIRMAN: You may speak to it if you wish. 
< MISS MacGILL: We would like to invite the 


attention of the Commission to the fact that our organiza- 
tion is a non-sectarian, non-partisan organization without 
share neh oie lib without purposes of gain for its 
membership. I think it is important in that we are not 

a professional organization in the sense that we are not 


connected with taxation or taxation business, and we are 
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1) interested on behalf penta membership in particular. | 
2 We have outlined our purposes and objectives on 
3| page 3, and I will not proceed with those. Our submission 
4| takes the form of a series of recommendations on both 
5|| policy and practice with accompanying arguments in support 
6| of the recommendations. The recommendations dealing with 
7| practice are limited chiefly to the inequities and 
gi) disabilities that create hardship for working women. 
9 If we turn to page 4 we see our first recommenda 
10| tion. Our recommendations are, of course, amplified in 
2 11 our appendices. 
12 The first recommendation 1s that the spamencciinl 
13| recognize taxation as a powerful instrument in the hands 


14) of Government for the control and manipulation of the 


15 Canadian economy. In this instance we are inviting the 


16|| Commission's attention, of course, to the entire field 
of Federal taxation while we ourselves are limiting 
our specific recommendations to the field of personal 
income tax and estate tax. Throughout this discussion 


we recognize that personal income tax and estate taxes 


are tools in the hands of Government which it can use 

at will to control economy. 

We proceed to outline that there has been a 
considerable increase in technological development and 
industrialization. An example of this of course is in 
January, 1960, there were 89 computers in use in Canada 

and in January, 1962, there were 300 computers being used in 
Canada. This I think is some indication of the kind of 
development that has gone on. The industrialization 


process; we will not amplify that. 
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1 Along with this has come a steady rise in 

2|| average income, especially the lower income groups, and 
3|| the purchasing power, especially of the lower income 

4| groups, has greatly increased and has given rise to a 

5| further spiralling upward of national productivity and 

6| expansion. 

7| “We recognize too the Government is dependent 

8|| upon economic growth and industrial expansion for the 

9| maintenance of a sufficient flow of revenue, and we note 
10| there that the graduated personal income tax rates 

11| profoundly influence the decisions and capacities of 

12|| individuals with respect to (a) spending, saving and 

13 investing, and (b) the acquisition and employment of 

14] skills. 

15 We then discuss the effect with respect to 

16|| spending by individuals, and we note that tax incentives 
17|| which increase personal disposable income or real 

18|| purchasing power may produce immediate stimulation of 

19| purchases, particularly for lower income groups with a 
20|| consequent increase in business and employment. 

21 With respect to saving and investing, we also 
22|| note that some experts believe that the levels of taxation 


23|| which have prevailed since World War II have severely 


24| hampered the ability of Canadian individuals to save and 
25|| invest their savings, and that this has considerably more 
26|| to do with the failure of Canadians to invest adequately 


27|| in their own economy than any lack of enterprising spirit 


28 | in the Canadian character. 


29 With respect to (b) we consider that the ability 


30|| and willingness of individuals to acquire and employ skill 
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are a most important national asset, and we invite your 
attention to discover whether or not our steeply-graduated 
personal income tax rates provide sufficient incentive 

to induce our people to equip themselves to make the 
maximum contribution of which they are capable. 

We discuss the general formation and build-up 
of the tax law, and note the tax exemption of one class 
of person has sometimes produced an inequity for another, 
and the general result has been to shift an increasing 
proportion of the taxation burden onto a diminishing 
core of unrelieved taxpayers. 

We recognize under any tax structure a variety 
of systems is possible, and we note several of these. 

This does not exhaust,of course, the variety. 

We then go on to recommend that the Commission 
formulate general policy regarding the use by Government 
of taxation as an instrument for the control and 
manipulation of the Canadian economy, and here we bring 
forward the point that the taxation policy is an expressio 
of the prevailing social attitudes of a nation. This 
becomes apparent as we watch the emerging nations changing 
from a peasant andrural. society to an industrialized and 
urban one. In them we recognize readily that social 
attitudes can be an endemic cause of low output per 
capita, and that before they can fully develop economicall 
they must change their customs and transform their 
society into something quite different. We find, however 
it is perhaps difficult for Canadians generally ‘to 
recognize in Canada, too, that social attitudes must 


change before economic change is possible, and here we 
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1| have in mind that Canada also has a caste system in its 

2| arbitrary division of labour into women's work and men's 
3| work, and that our social thinking makes it very hard 

4] to change over. 

5 We consider that before an all-out industrializa 
6| tion can develop or function in Canada, the Canadian 

7| traditional social attitudes towards women must change. 

g| One of these traditional views which is still reflected 

g| in our current taxing statutes is the lack of acceptance 
19| of the potential economic contribution obtainable from 

11| married and single women, with the consequent waste today 
12| Of a significant proportion of the nation's ability and 
13 capacity. 

14 We believe that the taxing statutes should be 
AE voided of their skeptical and belittling attitude toward 
16|| the economic contributions of married women, and should 
17|| accord married women the same acceptance granted to men 
18) and to single women. 

19 We then outline other changes which we believe 


20) Will come and which the taxation statute may not directly 


21) affect, and these are to do with the social attitudes 


22|| Which we believe bear heavily on women and make it 


23| difficult for the country to obtain the wlue of the 


24| Services which are latent in them. I will not go on to 
' 25|| enumerate those. They are all outlined there with 
26) (A), (B), (¢), (D), (E) and (F). 
27 We note each such change listed above is a 
2g, reversal of traditional but still current Canadian thought 
29 which is the basis of today's Canadian law and custom. 


30|| These traditinnal views belong to an earlier and different 
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way of life in Canada, when women generally lacked 


professional knowledge and vocational training, when they 
worked for very low wages or for no wages at all, when 
the wife's legal and social identification was completely 
submerged in that of her husband. These conditions no 


longer obtain. The attitudes are changing and will 


continue to change and probably at an increased tempo. 
Canadian social and economic development requires and 
depends upon a better utilization of Canadian talent. 
In this respect I would like to point out that ore of 
our members at this Commission, Miss Conmee, is a 


chartered accountant. Miss Van Dine is an expert in 


estate tax, and I am a professional engineer. 
The change of condition which brings an 


advantage at one point may bring a disadvantage at 


another, and that which benefits one person may penalize 


another. Equality of opportunities and rewards calls 
for equality of sacrifice, and we recognize that this is 
the price that women, no less than men, will pay as 
Canada sloughs off her traditional ways. 

We consider that Canadian life, particularly 
family life, will not deteriorate as a result of these 
changes. On the contrary, we strongly believe that the 
changes that we envisage here will enrich Canadian life 
on all fronts. 

Now, Mr. Commissioner, with your permission I 
would like Miss Conmee to discuss income tax changes. 

THE CHAIRMAN: By all means. 

MISS CONMEE: First I would like to join Miss 


MacGill in expressing our appreciation at this opportunity 
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1| to present our views. 

2 My remarks concernrecommendations 2 to 6 inclu- 
3| sive contained in our written submission all of which 

4) are confined to the field of personal income tax, and 


5| specifically to those provisions which are of particular 


6| interest in view of the aims and objectives of our 


7|| organization. 
8 At the outset I wish to assure you that we 
g| recognize first, that the flow of revenue must be sufficient 


10| to support Government expenditure, and second, that the 


11| personal income tax currently provides almost 1/3 of 

12|| total budgetary revenue. 

13 My task is not to argue with the proportion of 
14| the whole contributed by the personal income tax, but 

15|| rather to seek justice amequity as between individual 


16) personal income taxpayers, insofar as this is possible 


17|| in view of the complexity of the statute and its subject 


1g|| matter. I am sure the Commission is wholly in accord 
19] with the principle expressed here, and therefore will 
20|| be interested in those aspects of the statute and its 
21|| application which in our view produce injustice and 


22|| inequity. 


Our first specific recommendation relates to 
Section 21 of The Income Tax Act which contains provisions 
with respect to husband and wife. We are concerned with: 

Subsection 2 - Which deals with the situation 

when a person is an employee of his or her 

spouse: 

Subsection 3 - Which applies when a person is 


employed by a partnership in which his or her 
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1 spouse is a partner: 

2 Subsection 4 - Which applies when a husband 

3 and wife conduct a business in partnership with 
4 each other. 

5 We submit that these three sub-sections work 


6| unfair and unjustifiable hardship on married couples who 
7| work together in an employer-employee relationship or in 
8| partnership, and we recommend that they be repealed. 

9 Two of the three subsections concern the 

10| employer-employee situation, and I shall deal with them 
11| first. For clarity of discussion I shall assume that the 
12] husband employs the wife, although I hasten to add that 
13] the provision has the same effect when the opposite is 

14| the case. 

15 - To state what these provisions do not prohibit -}+ 
16|| they do not prohibit a man from employing his wife in his 
17|| business and, if he does so, they do not prevent him from 
18|| paying her a salary. If he does pay her a salary, 


19|| however, these subsections do two things: - 


29) 1. They prohibit the husband from deducting as a 
21 business expense the salary paid to his wife; 
9g) (2. they require that the wife's salary shall be 

23 - 4neluded in computing the husband's income 

24 and excluded in computing the wife's income. 

25 Before proceeding with an example which 


26|| will illustrate the tax consequences of these provisions, 
27|| I would like you to consider the following points: - 

28) 1. Income from a proprietorship or partnership is 
29 | taxable at personal income tax rates: 


Bai? Salary and other remuneration arising from 


+ 
’ 
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employment is also taxable at personal income 
tax rates: 

33 Generally speaking, expenses are deductible 
if made or incurred by a taxpayer for the 
purpose of producing income from a business: 

4, If instead of employing his wife, the husband 
employed some other person, including the wife 
of someone else, his income would be net of 
remuneration paid, and the employee would be 
taxable on the remuneration received: 

By Since personal income tax is imposed at progres- 
sively higher rates as the tncome increases, it 
is apparent that a married couple suffer a tax 
penalty if the wife works for her husband, and 
that they would be better off if she worked 
for somebody else. 

At this stage it might be appropriate to 
introduce my example. I have used. the table from The 
National Finances 1962-1963, Table 10, on page 24 which 
sets forth the Federal personal income tax for a single 
taxpayer with no dependents, and I have used the 1961 
column so we do not complicate it in the Federal tax 
abatement. 

I am supposing a husband owns a children's 
wear store in a shopping plaza and his wife works regular 
hours as a sales clerk in the store. The income before 
deduction of any salary for the wife is $5,000.00 and a 
reasonable salary for the wife would be $2,000.00. If 
the husband alone pays tax, the tax would be $591.00 on 


his income alone. 


29 


30 
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If, on the other hand, the husband pays tax 
on $3,000.00 and the wife on $2,000.00, then the tax will 
be $335.00. 

If the wife clerked instead in some other store, 
say, the ladies' wear store next door, earning $2,000.00, 
and the husband hired a replacement clerk for $2,000.00, 
say, by a swapping of wives, the tax saving to the 
family unit would be $256.00 or 43% of the tax now paid 
by the husband. 

To carry this a little further and suppose the 
husband owns two stores, and that the wife manages one, 
and that the total income before deduction of any salary 
for the wife is $15,000.00, and a reasonable salary for 
the wife would be $5,000.00. In this case the husband 
alone taxed on the whole of the $15,000.00 would pay 
income tax of $3,630.00. On the other hand, if the 
husband is taxed on $10,000.00 and the wife on $5,000.00, 
the total tax would be $2,431.00. Here the savings 
resulting from a substitution of managers would be 
$1,199.00 or 33% of the tax now paid by the husband. 

Now, I think everyone will agree that, in cases 
of a genuine employer-employee relationship, this is a 
most unjust and inequitable tax penalty imposed upon 
taxpayers who fall within its bounds, and for no reason 
other than the marital relationship. 

There are, of course, ways to avoid this extra 
tax burden, two of which come readily to mind: - 
ly The employee spouse can work for a business 

owned by someone other than her husband; 


a the business can be incorporated. 


—y 
0° 


29 


~ 
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In connection with the latter, the Act recognizes the 
corporation and its principal shareholder as two separate 
entities; therefore, there is no problem if the separate 
entity which is the corporation pays the spouse of the 
principal shareholder a salary which is reasonable in view 
of the services performed. 

I think it is fair to assume that the majority 
of those who are currently suffering from this particular 
hardship are small business men and women who are unaware © 
that any form of relief is possible or, if they are 
aware of this, feel they cannot afford to seek advice, or 
cannot afford the remedies suggested. 

There are a great many small businesses in 
Canada, retail stores, service organizations, and the 
like. They are examples of independent initiative in the 
creation of commerce and business and merit encouragemant. 


Although the principle involved is the same whether the 


| business remains small or grows, it is nevertheless true 


that many large businesses emerge from very small 
beginnings. If the wife or husband, as the case may be, 
can contribute services to the enterprise as. an employee, 
it may well be, and I know of certain specific cases where 
this is certainly true, that the loyalty and zeal of the 
husband or wife to the family business makes them a most 
superior employee and one capable of contributing 
significantly to the success of the enterprise. 

The underlying reason for this provision 
appears to be administrative convenience, in thavc it would 
be troublesome to establish that services commensurate 


with the remunerationreceived have actually been performed 


29 


30 
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by the employee spouse. This is insufficient reason for 
continuance of unfair and unjust discrimination against 
a certain class of taxpayers; further, when both spouses 
are employed by a corporation of which one is a principal 
shareholder, very much the same administrative problem 


exists. If the amount of salary paid is excessive, the 


Minster can always rely on Section 12 (1) (a). Because wa 
are most anxious, however, that this situation be corrected, 
we have ventured to suggest an amendment to the Act which 
would provide that where the service is actually 
performed and the compensation does not exceed what would 
be reasonable in the circumstances if the employer and 


spouse had been dealing at arm's length, the remuneration 


received by the employee spouse be a deductible expense 
of the employer spouse in the conduct of the business, and 
be treated as separate income in the hands of the employee 


spouse. 


} - 
/ co. LTD. 
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B/PB/dpw 4 This section speaks for itself and I quote 


2| "Where a husband and a wife were partners in a business, 


3) the income of one spouse from the business for a taxation 


4| year may, in the discretion of the Minister, be deemed to 


5| belong to the other spouse." 
‘| We consider this a most objectionable provision, 


7 for reasons apparent from the language of the subsection 


g| itself:- 

9 1. “Where a husband and wife were partners 

10 in a business” - in laymen's language this 

11 might be interpreted as reading where a 

12 husband and wife are genuinely in partner- 
13\ ship - the provision makes no bones about it, 
14 2. 'The income of one spouse ---- may be 

15 deemed to belong to the other spouse" - to 

ia the laymen (and, it appears, to the courts as 
17 well) this means that all of the income must 
18 belong to one or the other, and must not be 
19 shared in any way between them; 

20 3. This deeming of the income to belong to 
Zed one or the other spouse is “in the discretion 
22 of the Minister’ - if the layman really under- 
23 stands what this means, then he is dated 


because, to the best of our knowledge, all 
of the other ministerial discretions, with 
the exception of administrative ones, were 
removed from the Act in 1949, and no small 
wonder, because the strongest of representa- 
tions against the existence of ministerial 


discretions were made prior to that time by 
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1 the most responsible organizations in the 
2 country interested in taxation. 
3 As we understand it, ministerial discretion 


4) means that the Minister decides, and no court in the land 
5] has the right to set aside his decision. Of course, the 
6| Minister can change his mind, and this change might be at 
7 the instigation of the taxpayer or of the courts, but if 
gi the Minister refuses to change his mind, the taxpayer has 
gino recourse and must abide by his decision. 

10 Instances of husband and wife partnerships may 
11|\mnot be numerically large, but such partnerships do exist, 
12\|\and there are recorded cases to prove it. There is no 
13;meed to cite these cases before this Commission, but I 


14));would like to state that from these cases it appears:- 


15 1. That the provision applies even if the 

16 partnership is genuine; 

17 2. If the Minister exercises his discretion 
18 under this provision, he must allocate all 

19 of the income to one spouse or the other, 

20 and cannot allocate it in any other way; 

21 3. If the Minister does not exercise his 

22 discretion, the income will be allocated 

23 between the spouses in accordance with the 

24 partnership agreement - but no married couple 
25 can know with certainty that the discretion 
26 will not be exercised. 

27 If the Minister does exercise his discretion, 


9g then this provision has all the unjust and inequitable 
29 |Iconsequences of the employer-employee provision. I might 


30 add in conclusion, that there exists a special class of 


SSS SSeS 
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taxpayers who might well be genuinely in partnership, and 
who cannot use the device of incorporation in order to 
avoid this tax inequity. I mean, of course, instances 

of husband and wife both of whom are members of the same 
profession, such as doctors, lawyers, etc., as who conduc 
a professional practice in partnership with each other, 

The remainder of our recommendations on personal 
income tax have to do with exemptions and deductions. 

THE CHAIRMAN: Before you move on to this do 
you think it would be a good procedure to direct our 
questions to the first recommendations? They are indepen- 
dent of each other, I think. 

MISS CONMEE: Yes, by all means, Mr. Carter. 

THE CHAIRMAN: It seems to me they would be a 
little fresher in our minds if we stuck to one at a time. 

MISS CONMEE: ae 

THE CHAIRMAN: I think what we would like to do 
is deal with your first recommendation as to income tax, 
which is an extremely interesting one. One general 
question which I would like to put to you concerns the 
matter of taxing the family as opposed to the individual. 
You have referred to that in Miss MacGill's general remarks 

MISS MacGILL: Taxing what - the family, pardon 
me, 

THE CHAIRMAN: The family, as opposed to the 
individual. Certainly,splitting income would be one way 
of doing it. It is only one way of doing it. There are 
other ways. You haven't addressed yourself to it in 
detail. You have merely referred to it and directed the 


attention of the Commission to it. It would seem to me if 
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you are serious in such a recommendation, the effect of 
that recommendation would make your last recommendation 


quite unnecessary. Am I not correct? 


MISS MacGILL: Mr. Chairman, if you will 
excuse me, I would like to interrupt. You must remember 
we are a Federation and we can go so far as our membership 
dictates. Our membership have already passed these parti- 
cular amendments to the Income Tax and Estate Tax Acts 
as resolutions at conferences. We are bound to produce 
them. We believe in them, of course, but I mean this is 
where they originate. They originate with the membership, 
not just with. what you might call the brains trust, so we 
are forced to bring them forward. We are not a taxing 
body and we don't set ourselves up as experts. Miss 


Conmee might have other answers, but I think that should 


be brought to the attention of the Commission. 
THE CHAIRMAN: The itemSat the bottom of page 5 
set. forth as A, B and C are not recommendations because 


they haven't received the approval of your Federation. 


MISS MacGILL: They are not recommendations 


ecause they haven't received approval of our membership 


r consideration of our membership. They are not adopted 
ither. We know there are other ways of doing these things. 
hat is why we comment on the fact there are a variety of 
ystems possible. For example, there is the averaging of 


ncome. There are many ways we realize we haven't commented 


n, but we do note one or two that we think might be of 
mportance and we feel should be given thought. 
THE CHAIRMAN: My question still stands; perhaps | 


na slightly different form. It would be: should the | 
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1 country adopt a means of taxation which included income 
2 splitting would that not make such recommendations as you 


3| are now putting foward in No. 1 unnecessary? 


4 MISS MacGILL: I couldn't answer that. 
5 THE CHAIRMAN: Miss Conmee could. 
6 MISS CONMEE: I am not so sure. I haven't made 


7|a real study of all the effects of this in the United 

g|| States. I confess I am far from having any expert know- 
g| ledge of it at all. For the reasons Miss MacGill stated 
10|1 confined myself to the resolutions we had. 

11 THE CHAIRMAN: Fine. 

12 MISS MacGILL: The other thing is this: I don't 
13) think bodies like us can take one single item like that 


taland say, ‘Let us have split income,’ because there are so 


15|many other things that could varyit. The whole tax plan 
16|has to be considered and that is the real point of our 
17|\memorandum, that you can't just pick and choose. We are 
ig|picking and choosing. Our organization has no other way, 
19||but the Commission, we believe, will help greatly in this. 
20 it will be able to consider the whole field of recommenda- 
2qijtions and produce a plan which will co-ordinate them all. 
22|That is why we don't propose, or would never intend to 
23|\Suggest, any particular system that would simply note our 
24}own particular interest in the matter. 


25 THE CHAIRMAN: Thank you, Miss MacGill. You 


26 |have, on page 5, drawn our attention to one of the most 

27 |Amportant matters of taxation; the matter of tax on the 

2g |family as opposed to the individual. That strikes at the 
29 base of our personal income tax when you draw our attention 


30 to that. If you have views we would sincerely like to 
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| receive them. we note that you don't have views on that, 


MISS MacGILL: Thank you. 
THE CHAIRMAN: If you would care, at some future 
, gms to come forward with further views we would be very 


glad to receive them. Has anyone any questions on No. 1? 


COMMISSIONER MILNE: Mr. Chairman, just for the 


| our Secretary's notes that the witness here has prepared 
11/2 brochure which is attached but is not shown as an 
12) off ictal exhibit. I think,. Miss MacGill, in the brief 
lstselr you spoke of 174 clubs. I think possibly you 
might note approximately your total membership. | 
MISS MacGILL: Seven. thousand. | 
COMMISSIONER MILNE: Seven thousand. Another 
thing that I think might be useful to have on record is 
the fact that as a Federation you have the privilege of 


approaching the Federal Cabinet with resolutions. You 


23|from clubs. Would you indicate the authority that was 


MISS MacGILL: Recommendation 2 was a convention 
26 | esolution. Recommendation 3 was not, but it has been 

27 }|put up by our membership and is being considered at our 
meeting of the Board of Directors in June. We consider 
29 lat as an expression of opinion of the membership. It 


30 icomes from the membership in that these recommendations 
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1| come through a club. Recommendation 4 is a convention 

2| recommendation, 

3 COMMISSIONER GRANT: Would you take it a little 
4|more slaily. Recommendation 2 is a convention recommenda- 


5| tion? 


6 MISS MacGILL: Yes. Recommendation 3 is pending 


rhas a Federation resolution. 

8 COMMISSIONER GRANT: It is pending. It has not 
giibeen before a convention? 

10 MISS MacGILL: Not yet, no. 

11 COMMISSIONER GRANT: Do we understand these are 
12|not for detailed discussion? 

13| MISS MacGILL: These are for detailed discussion, 
14/0oh, yes, because it does come from the membership, and all 


i5)our clubs by now have considered it. We have had no advers 


16];comment on it. It virtually is as good as passed, you see, 


i7ibecause of this fact. This resolution went out to our 
18|iclubs last January, so they have had ample time to send in 
19iany comments that are adverse. 

20 THE CHAIRMAN: I take it, Miss MacGill, then, it 


21jis in the same category as the other recommendation, from 


22our point of view? 
23 MISS MacGILL: I would request that. Recommen- 
24|\dation 4 is a convention resolution. Recommendation 5168 

' 25a convention resolution. Recommendation 6 is not a conven- 
26 tion resolution, but it is in the same category as Recommen 
27 ||dation 3. It has come from a club and it has gone out to 
28 jour other clubs and it has the support of the Federation 
29|membership. Recommendation 7 is pending, also. This has 


: 
ee (ai gone out through a club to our membership and as a 
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Federation - it has the support of the clubs in the Federa- 


tion. 

Recommendation 8 is a convention resolution. 

COMMISSIONER MILNE: The ausstion I wmt to put 
forward now will deal with Recommendation No. 2. The 
example, Miss Conmee, that you gave was certainly quite 
clear in relation to the tax which would apply. You said 
the husband had an income of $5,000, the wife an income 
of $200 and $591 tax. Do you see that example? 

MISS CONMEE: Yes. 

COMMISSIONER MILNE: The application was quite 
clear and certainly it merits the consideration of the 
Commission, This area is certainly one that we are not 
only considering the position in Canada but we are looking 
at the application of taxation of the family unit in other 
countries, not only the United States. 

One thing we feel we should point out to you is 
that while, in your example, you show what the tax would 
be, if this were taxed in a different manner, whether 
there was income splitting or a joint return, some other 
tax structure would be required. It would have to be 
completely revised so that the figures that you give us 
as being the tax applicable, possibly, wouldn't apply. 

MISS CONMEE: No, but these are the taxes that 
applied out of the law as it stands. 

COMMISSIONER MILNE: I think you feel this is 
an area that the Commission should concern itself with to 
see the best, most equal way of dealing with income of 
husbands and wives who share jointly in a business venture. 


MISS CONMEE: That is correct. 


& 
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COMMISSIONER MILNE: Rather than specifying the 
tax at this time, the tax applying? 

MISS CONMEE: That is correct. We are just 
trying to point out at the moment there is a discriminator 
element to this. 

COMMISSIONER MILNE: Another thing I would like 
to interject at this point: you use the word "hardship." 

I can see inequality; I can see injustice, but do you reall 
think there is a hardship? That is the point I would like 
to bring up: 

MISS CONMEE: Mrs. Milne, I would say if someone 
had a small business - let us say they were starting this 
business and the husband and wife were working together 
and in comparison with someone else starting a small . 
business, if they had to pay more income tax, bear this 
additional cost that the competitor wouldn't have, I would 
say that definitely is a hardship. It would be a hardship 
even if it wasn't a small business; if they had to pay 
more tax than others in a similar situation, in a similar 
type of business. 

COMMISSIONER MILNE: I mention that particularly 
because I can see one example where it applies personally, 
because I happened, at one time, to have been in that posi- 
tion you speak about; a wife employed as being a person who 
would give a loyalty you would never find in any other paid 
employee, I think you will find that works all across the 
country. I don't think there would be pink argument there. 

I think often in this sort of venture, and 
possibly I am speaking against my sex here, but I think 


there is this feeling in the partnership that the husband 
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ti 1s so willing and wants so much to have the help of his 

gi wife in this venture that the tax implication is not a 

3 hardship, it is just something he bears as a cost because 
4) he always has the alternative of not employing his wife .He 
§) can employ some other person. 

4 I can see your position; you see it ina 

q| different way. 

8 MISS CONMEE: For instance, the second example 

g|| was the $15,000 income - there is a big difference between 
#9 having to pay $3,600 in taxes and paying $2,400. That is 
{i|Quite a difference and I would consider it to be a hard- 
12) Ship. 

13 COMMISSIONER MILNE: I don't want to argue. It 
14\\was just that I wanted to draw you out on the words "hard- 
ship." Thank you. 

16 MISS MacGILL: Mrs. Milne, with great respect, 
t7jmay I add a point? This is the kind of conventional 
1g||thinking which we are complaining about, that there is 
i9jalways this element brought in when women are considered, 
70 that there is another aspect to it other than a straight 


gi business aspect. 
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| 
MISS MacGILL: That is one of the things that we | 
believe, in Canada, will have to change, and is changing. 


This is part of our social thinking, as Gailbraith calls 


bees conventional wisdom. Personally, myself, I believe 


that those are the things that we must change. There are 


| many, many people, no doubt, who would take that point of 


view, but it is outmoded, if I may say, with great 
respect, in our opinion. 

COMMISSIONER GRANT: I might make an ‘esse tease am 
on that, with respect to the suggested amendment which 
appears on page 9. I should think you have equity on 
your side. Equity has many feminine characteristics. It 
comes to, I think, fulfil the law more adequately rather 


tnan to supplant it. 


Now, your difficulty would be, I should think, 
in the words ‘where the service is actually performed’ and 
further down in the suggested amendment that provision 
where ‘the employer and spouse had been dealing at arm's 
length.” Probably - this is only speculation - but probably 
the reason why the Act does not read as you would like it 
is because of the danger that there is of breaching the law, 


of abusing the law. 


I think, in your brief, that you dismiss that 


as not being an adequate reason. Now, to date, if my 


interpretation is correct, the reason the Act has not 
been changed and that subsection 4 remains as it has is 
because it opens the door to abuse. 

Would you have anything to say on that? 

MISS CONMEE: Mr. Grant, I think in my comments 


here I did say something that I consider the small, 


! 
| 
' 
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1] Privately-owned corporations where, if the wife is able to | 
9 make a contribution, she could be employed and she could | 
3| be in a position of being a partner even if she were put 

4) in this position by owning part of the stock. 

5 From an administrative point of view, from the 

6| point of view of abuse, I think this is hitting at a 

7| different class of taxpayer. It tends to hit the smaller 

8| businessman. I think this is a problem we already have. 

9 I also think there does exist - the only one I 

10| can think of is 12(1)(a) which does exist, that if people 
11) did start to abuse this, we would quickly build up some 
12||case law to define, possibly, the bounds within which a 

13 genuine employer-employee relationship could exist. 

14 COMMISSIONER GRANT: I should think, Miss Conmee, 
15||\so much of it depends on the facts. The interpretation of 
16|\law could be regarded today as clear. For instance, you 
17||would have to have the services actually performed. There 
181s a question: is it being performed or isn't it? Or is 
19|the wife merely on the payroll so as to reduce the husband' 
20 |iItax on his withdrawals from the partnership? 

21 Now, aS you have pointed out there is a way of 
22\igetting around it but it is not open to everyone and it 
23|isometimes puts the small businessman, as you have pointed 
24lout, at a distinct disadvantage. Incorporation is the way 
25 jaround it, but that, in itself, is not open to everyone. 
26|I suppose that it should not be forced on them. 

27 MISS CONMEE: That is correct; and also admitting 
28 |ithat there is a probability of abuse, even going so far as 
29 ito say there is a probability of abuse under this, this is 


ot an uncommon situation. The employer-employee 
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1| situation must be the most common situation there is. 


2 


There must be countless little stores where the wife is 
actually working and just because this is somewhat of a 
nuisance from an administrative point of view, I still 
don't think that these people should be treated differentl 
for tax purposes than anyone else. I don't think there is 
anything equitable about that at all. 

THE CHAIRMAN: I certainly agree that Miss 
Conmmee has got a very strong point in what she says. I 
am not sure this is the solution. It may well be. I 
don't know. If one moves the point of discrimination from 
where it is now, because of this particular section to which 
you object, would you not then, perhaps, provide the 
housewife with a complaint? In these small stores, of 
which you speak, across the country, I suggest that a lot 
of these wives have the choice of working in the kitchen 
or working in the store. The ones that work in the 
kitchen would think they are being unfairly treated if 
they did not get the same deductions or same treatment as 
the ones that work in the store. I don't know. I raise 
the question thinking, perhaps, the only answer is in a 
different way of taxing the whole family, which is outside 
your reference. 

MISS MacGILL: I am a little surprised, Mr. 
Carter, if you don't mind my saying so. I just don't feel 
that that is exactly relevant. 

THE CHAIRMAN: You don't think that the wife, 
who s€fves in the kitchen, might complain that the wife 
who serves in the store gets a salary and is entitled to a 


deduction? 
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MISS MacGILL: I think this: that the wife who 
serves in the kitchen is serving and that our laws are 
not correct on that point; and we made the point, too, 
that the whole system of family law is outmoded. We 
would like to see changes which would make that wife a 
partner in her husband's estate, for example. 

THE CHAIRMAN: That is the wife who serves in 
the kitchen? 


MISS MacGILL: The wife who serves in the 


| kitchen, or any other wife, for that matter. The wife who 


is in the store is doing another kind of job. She is in 
business and we are now discussing business income tax 
matters. We are not discussing home income tax matters. 

One other point, Mr. Carter: do we write the 
income tax laws in fear of abuse? 

THE CHAIRMAN: No, I am not suggesting that for 
one minute. 

MISS MacGILL: Mr. Grant brought up this point 
of abuse. Do we write the income tax law just because we 
are afraid that it will be abused? If that is the basis 


on which our income tax law has recently been written, I 


wonder if that is not something that the Commission might 
also consider? 

THE CHAIRMAN: You heard more from Mr. Grant 
than I did. 


MISS MacGILL: I am sorry. 

THE CHAIRMAN: Miss Conmee, would you care to go 
on to Recommendation 3? 

MISS CONMEE: Yes. I had started off to say that 


the meat of our recommendations had to do with exemptions 


1 


2 
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and deductions. These are of enormous importance in our 

personal income tax structure. According to the National 
Finances 1962-1963, published by Canadian Tax Foundation, 
out of an estimated working force of 6.6 million for 1962, 


only 4.6 million or about 70% would be paying personal 


| income tax. For some 2 million workers therefore, personal 


exemptions and deductions exceed the income, thus removing 
such income from the personal income tax base. According 
to taxation statistics issued by the Department of 
National Revenue, and ending with 1959, personal exemptions 
and deductions would, for the remaining 70% of the working 
force, reduce their assessed income by almost 50%. In 
other words, the personal income tax base is something like 
one-half of oa income of 70% of the workers. 

On the other hand, after-tax personal incomes 
make a most significant contribution to the commodity and 
corporation income tax bases. 

These are just some of the highlights, greatly 
oversimplified, of the extremely complex background against 
which any recommendations for changes in the exemption and 
deduction system must be considered. 

Our next specific recommendation relates to 
Section 26, subsection 1, of the Income Tax Act. 

Paragraph (e) of the said subsection provides 
for an extra exemption of $500. In the case of a taxpayer 
ho is 65 years of age or over. 

We are recommending that Section 26 be amended 
to provide an additional exemption of $500 to the taxpaye 
on behalf of a dependant where both taxpayer and dependant 


re 65 years of age or over. 
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1 We understand that in the United States an 

2|| additional exemption of $600 is given for taxpayers over 
3| 65 years of age, and is extended to the taxpayer's spouse 
4) as well. We have in mind that both the taxpayer and the 
5| dependant must be over 65 years of age, but are extending 
6| this to include dependants other than the spouse in such 
7| circumstances. 

8 We are concerned here with elderly people who 

gi are living on retirement income. Such income generally 
10 represents the savings accumulated over the working life- 
11| time of the taxpayer. If past trends continue, it is 

12) obvious that savings accumulated during the early and 
13|;middle working years represent less in terms of real 

14) purchasing power than when the funds were tucked away. 

15 Furthermore, where both the taxpayer and dependant are 
16\|\¢lderly, their expenses connected with illness, and for 
17 |attendants needed for nursing and housekeeping service 
1g|may well increase steeply. 


19 Our recommendation is directed toward alleviating 


20 ||\this hardship for couples, related by blood or marriage, 


21|\both of whom are elderly, who have established a home 
22\\together which, in the face of rising costs that come with 
23\\age, they find difficult to maintain. 

24 THE CHAIRMAN: Thank you, Miss Conmee. I don't 
25 think we have any questions on that recommendation. I 

26 ||think we fully understand the mident is tie! Will you go on 
27 |to the next one? 

28 MISS CONMEE: Moving on to our fourth recommen- 
29|| dation, which also relates to Section 26, subsection l, 


30lwe are asking that this subsection be amended to provide 
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| 
1| an additional exemption of $1,000 for housekeeping 


2| services, similar to that now permitted to the unmarried 

3|| clergyman or minister, and that this exemption would be 

4| granted to working women and to certain others. 

5 We understand that in the United states there is 
6| an allowance for what is termed “child care." To indicate 
7|more specifically what we have in mind, I quote from a 

g|| tax paper entitled "Personal Exemptions and Deductions 

g| under the Income Tax" written by Gwyneth McGregor and 


10||Published by The Canadian Tax Foundation: 


1 "A new allowance was introduced in the 1954 

12 code in the shape of a child care allowance 

13 for working mothers. A deduction of up to 

14 $600 was given to working women, widowers 

15 and divorced persons for actual expenses 

16 incurred in the care of a child under 12 or 

17 of any dependant, including a working wife's 

18 husband, mentally or physically incapable 

19 of looking after himself. The deduction was 

20 also made available to all working wives who 

21 file joint returns, provided that the 

22 combined income of the spouses does not 

23 exceed $4,500 after the deduction. 

4 "Neither the $600 limitation nor the income 
- | 95 limitation applies if the taxpayer's husband 

26 is incapable of supporting her because he is 

27 mentally or physically incapacitated. 

28 "The regulations pertaining to this section 

29 state, inter alia, that the $600 limitation, 


30 where applicable, may not exceed that figure 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO. ONTARIO a 45 


1 regardless of the number of dependants; 

2 that widower includes a divorced or a 
3 legally separated man; that the deduction | 
4 1s allowed without the limitations to a 

5 single woman or one who is divorced or 

6 legally separated." 

7 We take it that the purpose of this provision 


gi is to permit the taxpayer to engage paid help at home in 
g| order that he himself may take gainful employment. We- 
190) are, therefore, asking for a "housekeeping services” 

11; rather than a "child care" exemption. 

12 Our reasons for this recommendation are quite 


13||\fully stated at pages 13 and 14 of our written submission, 


14|and might be summarized as (1) relief of hardship; (2) 
15|equity of treatment as between taxpayers; (3) social and 
16|economic change involving ever-increasing employment of 
17|women; (4) widening of the tax base; (5) releasing women 
ig/Of ability and talent for the benefit of the community, 
19||while at the same time increasing the number of housekeeping 
20 |Jobs available. | 
21 I might add a word about the objections most 
q2\\likely to be raised in connection with this recommendation. 


93\|\These most probably would be:- 


24 1. Possibility of abuse; 
25 2. Reduction in the flow of tax revenue. 
26 In connection with abuse, I should think that 


27 \the exemptions should not in any case be allowed to exceed 
9g the excess of earned income over other personal exemptions 
29 permitted to the taxpayer. Also, if there is any suspicion | 


30 lof abuse in the matter of reporting salaries for housekeeotl 
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14| services by employer, employee, or both, this could 

2), quickly be remedied by requiring proof of payment in 

3 Support of claims for housekeeping services. In connectio 
4 with the second possible objection, namely, reduction of 
5| the flow of government revenue, I think it is abundantly 


ns clear, both from our written submission and from our 


7| discussions here today, that we believe that the Canadian 
g| economy will benefit from greater employment of women 

9 through the raising of national productivity, general 

10 purchasing power and the spreading of the tax bases. 

THE CHAIRMAN: Thank you. 

COMMISSIONER MILNE: I have a question on that. 
13 This additional $1,000 exemption, in paragraph 3 

14 would you confine that strictly to the engagement of a 

15; full-time servant? That is what is stated here. Appendix 
3: 

17 MISS MacGILL: Of course, our resolution at the 
18 convention stated a full-time servant, and s we will stick 
19 |b that. 

26 COMMISSIONER MILNE: Would you have any other 

1 thought to add to it at this point? I realize that was a 
22 convention resolution, 


23 MISS VAN DINE: I think a full-time servant is 


24 reasonable. Part-time is just for the convenience of a 


- 95 |person. 
26 MISS MacGILL: We have nothing to add, thank 
27 |you. 
28 COMMISSIONER MILNE: You did not think there 


99||would be other conditions that might apply where this 


| 
39 |exemption might be needed, other than just a full-time 
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1| Servant; that is really what I meant. 

2 COMMISSIONER BEAUVAIS: I would like to ask a 
3| question. Does that mean that you would ask for $3,900 
4| exemption plus $300 for each child or an extra child? 

5 MISS CONMEE: Yes, that would be $1,000 to the 
6| husband and $1,000 to the wife. This is an exemption 

7 that would be granted to. the wife and the husband would 
8 be claiming the children. 

9 COMMISSIONER BEAUVAIS: What about in the case 
10 of a widow, for instance, with one child? What would be 
11 the exemption that you would suggest right now? 

12 MISS CONMEE: de are suggesting $3,000. It 

13| Would be the $3,000. At the moment I believe that she has 
14 the right to claim the marital exemption and also an 

15 exemption for the child. 

16 COMMISSIONER BEAUVAIS: No, the second child. 
17 That would be probably $3,000 and no exemption for the 
18 child, except for the second child, which would be $300. 
19 MISS MacGILL: I don't think we can actually 
20 |Say because our organization did not say lop off at the 
91 | $300. 


22 COMMISSIONER BEAUVAIS: We are trying to under- 


3 stand what you are suggesting. 
24 MISS MacGILL: I think our organization - I think 
25 |Our implication is it would be an additional $1,000 and 


96 (the $300 would stand. 
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THE CHAIRMAN: You speak of widows. Is there 
anybody else who gets $3.000.00? You speak of the 
clergyman. I do not think he does. I think he gets 
$2,000.00 with the special treatment. Am I not right? 

MISS CONMEE: When we are saying $3,000.00, 
the most usual instance of this would be a married couple. 
We are not necessarily talking about a widow. Then it is 
wrong to say the exemption is $3,000.00. You have two 
separate taxpayers. 

THE CHAIRMAN: I see. Recommendation nuwaber 5 
I think is next. 

MISS CONMEE: Yes, and this recommendation takes 
us back to the family unit. The abuse of Section 26 (2) 
(a). This Subsection provides that where a married person 
is entitled to claim the $2,000.00 marital exemption for 
support of his spouse, such exemption shall be reduced 
by the amount by which the spouse's income exceeds 


$250.00. From that point onward he is required to reduce 


his exemption dollar for dollar for the excess of his wife/s 


incame over $250.00, and until his exemption reaches the 
$1,000.00 basic figure. 

Other persons entitled to the $2,000.00 marital 
exemption by reason of support of a dependant are not 
required to reduce the exemption until the dependant 
earns in excess of $950.00. Here again we have a 
provision which seems to single out married couples for 
unjust and inequitable tax treatment in comparison with 
other taxpayers. Here there is no question of administra- 
tive inconvenience or abuse by the taxpayer. We are deal- 


ing solely with a matter of principle. 


29 


30 


| 
ANGUS. STONEHOUSE & CO. LTO. 1149 
_ ONTARIO 
There appears to be no justifiable reason why | 
a dependant, let us say an aunt or a grandparent who | 
lives with the taxpayer,should be permitted to earn up to 
$950.00 without affecting his $2,000.00 marital exemption, 
while on the other hand another taxpayer must suffer a 


reduction in his exemption because the dependant who 


entitles him to the exemptimis his spouse, and she earns 


between $250.00 and $1,250.00 per year. Moreover, the 


majority of families in which both spouses work, apparently 
] 
| 
belong to the urban, low income group. It is incomprehen-| 

1 


sible that such families should be the subject of tax 
hardship. 
It is our recommendation that the Act be 


amended to permit the dependant spouse to earn up to 


{ 
| 


$950.00 annually without reduction of the marital exemption 


of the taxpayer spouse. Once again, however, I want to | 


emphasize that the principle of equity as between different 


i 


taxpayers applies here. I think we would be satisfied 


if all taxpayers who are entitled to the marital 


exemption by reason of support of a dependant relative | 
were pessnase similar tax treatment. We realize this 
might involve a decrease in the $950.00 in order to 
effect some increase in the $250.00. However, in 
considering whether the revenue could afford an increase 


to $950.00 for the dependent spouse, the stimulation this 


and employment, and hence the widening of the tax base, 
would have to be weighed. 
THE CHAIRMAN: Thank you. 


would provide to national productivity, purchasing power | 
COMMISSIONER GRANT: Before leavingthe subject, 


iy 
2' 


3} 


eo 
weust 


| the number who have earned income versus investment 


| of borderline and in between --- but surely the earned 
| income aspect of this is by far the most significant 
| aspect and not the other aspect to which you are suggesting 


| the tax authorities have directed their attention in 
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Miss Conmee, I do not think the brief has addressed itself 
to the question wherein income on property which has been 
transferred from one spouse to another continues to | 
accrue in the hands of the transferor. | 
MISS CONMEE: No. | 
COMMISSIONER GRANT: This is another element 
where that nasty connotation of abuse enters. I mia 
say that this is a case where the authorities decided 
that there would be too great an element, too great an 
opportunity for abuse if that were permitted. You have | 


no comment to make? 


MISS CONMEE: Well, Mr. Grant, I would like to 


say that surely the number of spouses who have an income, 


income --- granted income from property rentals are sort 


putting this provision in. 


COMMISSIONER GRANT: You are more concerned with 


| the earned income than the investment income? 


MISS CONMEE: Well, of course, mind you, the 


| Section is there about the transfer of property being the 


income of the transferor, not of the transferee, which 
should look after that dtuation. 

COMMISSIONER GRANT: But you do not suggest that 
should be changed. 

MISS CONMEE: We have not suggested this, no. 


COMMISSIONER GRANT: Because it actually is income 


x 
“eust 
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in the hands of, let us say, the wife, but it is reported 
as income in the hands of the husband if he has made the 
transfer and as such he is taxed on it. 
MISS CONMEE: We have not complained about this. 
MISS MacGILL: We will take it under advisement. 
MISS CONMEE: It is a wonderful device for 


income splitting. 


COMMISSIONER MILNE: You have mentioned in some 
of the previous paragraphs which precede this particular 
resolution that you feel a revision in taxes as they 
affect women will tend toward a much greater employment 
of women in the work force, and you feel that this is to 
be highly regarded. We think there is merit to this. We 
also think there is very great merit to this particular 


resolution or suggestion as you have it here. 


However, in respect to this $700.00 where there 
certainly would seem to be an injustice, if we review 
the statutes in relation to any other dependent, if there 
is a very large increase of married women entering the 


work force who could receive this extra $700.00 in income, 


| 
{ 
| 


do you not envisage that there would be a very large 
amount of tax revenue lost which would have to be 
compensated for in some other measure? 


MISS CONMEE: Well, Mrs. Milne, we actually 


mention this, that the loss of revenue is one of the 
things to be taken into consideration. It does not affect | 
the principle hut we really do not understand why in one | 
case $950.00 can be earned and in another case $250.00 

can be earned; nor are we advocating that the $950.00 be 


reduced. We are just pointing out the flow of revenue has 


CO 
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to be maintained, but I do not think it has to be 
maintained at the expense of a certain class of taxpayer. 

COMMISSIONER MILNE: We appreciate your views 
very thoroughly in this particular resolution, and we 
are simply wondering if there was some reasonable solution 
that you might offer at this point which would take care 
of that particular loss of revenue which is likely to 
mount if that were adopted. 

THE CHAIRMAN: Recommendation number 6. 

MISS CONMEE: Yes. This is our final recommenda 
tion on the Income Tax Act, and it relates to Section 27, 
Subsection 1, Paragraph C. This is the Section which 
permits deduction of medical expenses in excess of 3% of 
the taxpayer's income. Here we are asking for an 


amendment which would permit the deduction of all allowable 


medical expenses, and not just those in excess of 3% of 
the income. 

We understand that in the United States a 3% 
floor is also in effect. However, we believe there are 
at least two important differences. This is apart from th 
existence there of a ceiling on the amount deducted, 
whereas in Canada the ceiling was removed entirely in 
1961. These important differences are: - 

x Te The 3% floor does not apply if either spouse, 
or a dependant for whom the deduction is being 

claimed, is over 65; 

ATA insurance premiums for medical expenses are 
deductible. 
In Canada there is no special treatment for 


medical expenses of taxpayers over 65, and medical insurante 


14 
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premiums are not deductible. It used to be that, although! 
premiums paid were not deductible, expenses paid on | 
behalf of the taxpayer under a medical insurance plan 
were deductible. In 1959 Section 27 (4a) was enacted 
prohibiting the deduction of medical expenses where the 
taxpayer is entitled to reimbursement under Provincial, 


etc. hospital insurance plans. 


In Ontario, for instance, a high proportion of 
all taxpayers are covered under the Ontario Hospital 
Services Plan. Since neither premiums paid, nor expenses 
reimbursed up to the standard ward level, are deductible, 
it is obvious that an important element of medical 
expenses has been excluded from the allowable list. 

It is believed by some that this may have 
been the reason for the removal of the ceiling in Canada. 
It is suggested to the Commission that this also might 
constitute reason for removal of the floor. 

The underlying logic of the deduction for 
medical expenses is said to be that, up to 3% of income, 
these are normal living expenses; that expenses beyond 
that are considered extraordinary and therefore represent 
a degree of hardship and could seriously impair ability 
to pay. 

In ourwritten submission we present arguments 
to suggest that removal of the floor would help to promote 
good national health which surely is a social, and 
indirectly an economic objective, which must be considered 
desirable by the Government. The only thought I might add 
to that 1s an argument some have put forward that the 


existence of a floor benefits those who do not look after 


s 

< 

ANGUS, STONEHOUSE & CO. LTD. 1154 
. S TORONTO, ONTARIO 

vores | 


1| their health at the expense of those that do. The rounds 
2| for this argument are that the medical expenses of those 

3 who seek prompt and regular attention tend to be less 

4|| erratic than the medical expenses of those who do not, 

5| and yet the existence of the floor is intended to take 

6| care of the erratic. 

7 THE CHAIRMAN: Thank you. 

8 COMMISSIONER WALLS: Just one question I would 

g| like to ask here: Because of the fact that such a large 


10 percentage of the population today is covered by a form 


11| of medical insurance, I note an alternate suggestion was 
12|| made before this Commission that perhaps it would be of 
13| greater assistance if the sales tax were taken off drugs. 
14] What do you think of that? 

15 MISS CONMEE: I have no idea how this would 

16\|| affect an average person. 


17 COMMISSIONER WALLS: It was voiced at that time 


18 | that the pensioner's or the older person's biggest expen- 


| 
| 


19| diture was in drugs rather than in out of pocket expenses 


20|| for medical expenses, and I just wondered if you gave 


21\| any thought to that as an alternative. 


22| MISS CONMEE: I do not think we have. | 
23 MISS MacGILL: Our organization has made no 
24|| pronouncement on that. As a matter of fact, of course thi 


25|| drug investigation is a fairly recent affair and it has 


26|| come up after our convention. We may discuss this at our 
27 || next one. 

28 COMMISSIONER MILNE: In this particular instance 
29| Miss MacGill, I notice this recommendation is one that is 


30) pending in June. 
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1 MISS MacGILL: Yes. 

4 COMMISSIONER MILNE: Would it be reasonable to 
3| Suggest that you might put the question that Mr. Walls 

4] has suggested to you, and certainly it would not form 

s| part of a resolution in its present formly adoptirg or rescinding ~ 
6| or laying over, but would you care to suggest it for 
7; consideration as a topic of discussion? 

8| MISS MacGILL: Well, all I can do,Mrs. Milne, 
9 | is suggest if some club has a recommendation on it that 


10| it be brought in. These matters have to come from the 


11] clubs. 
17) COMMISSIONER MILNE: Yes, I understand. 
13! MISS MacGILL: If some club is interested in 


14 it, we will certainly consider the matter. There might | 
15| even be one that would come up, you see. We will give 
16|| thought to it indeed. Thank you. 


17| THE CHAIRMAN: Recommendation number 7, Miss 


| 
18) MacGill. 
19 | MISS MacGILL: May I ask Miss Van Dine to present 


90|| it, please. 


21 THE CHAIRMAN: Yes. | 


22 MISS VAN DINE: May I add my appreciation to the | 
23|| Commission for allowing us to present our Federation las 
24|| to you today. 

25 Recommendation number 7 is an amendment to the 

26|| Estate Tax Act. That Subsection 3 of Section 47 of the 
Estate Tax Act be amended to provide that the value of 


78 | any property passing on a death, which may be paid out 


99 || without the consent of the Minister, be increased from the 


present amount of $1,500.00 to $2,500.00 in the case of 


i 


are . 
NS | 
R \- | 
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1| any one transferor, deliverer or payer. 

21 You will see this recommendation in no way 

3) amends or changes revenue or rate of taxation or the 

4|\ amount of tax, but it would make it more convenient to 

5| beneficiaries or to those left, or to the executor of an 
6| estate to carry on the daily living expenses. $1,500.00 


we feel is a very small sum today which may not meet 


~ 


g| immediate bills and the living expenses. 
9 Beneficiaries therefore find it very hard to 
10/ get through their daily living and for settling up the 
11 debts of the estate. 
12 The Subsection deals with the release of money 
13/|| on deposit, money payable as wages, salaries, commissions 
2 ial or fees or held in trust for the deceased. This may be 
15/ the only source of ready cash for the beneficiaries, for 
ul many people have only one deposit account, and the estate 
17| may not include any superannuation, pension, annuities 
1g] or similar death benefits for which Subsection 2 of 
19| Section 47 provides release of the funds, so we are 
20) requesting an amendment or are suggesting an amendment 


21) to Subsection 3. 


22 The terminal expenses of the deceased, such as 


23| hospital, doctor, nurses,funeral expenses themselves, 


94|| and all other expenses in connection with the death as 

25|| well as the continuing living expenses may be quite high, 
26| and 1f we raise this $1,500.00 to $2,500.00, notice of 

27|| payment has in each case to be given to the Minister, 

28 | the amounts themselves are still part of the estate, 


29, and they are still subject to estate tax. 


30 One example would be in the case I know personal 


SS 


i 
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of a retired man. He had been retired for about ten years, 
and he was around eighty years old. He had been retired 
from his own business which was a small retail store. He 
had no pension plan. He had no annuity. He had two bank 
accounts, but he also had a house which had to be Kept 
up for six months prior to the settlement of the estate. | 
There was no income coming in because the house could tim 
be rented. The executor was hard put to find the ready 
cash to pay his bills. 

There was also a heavy hospital bill. He had 
been in the hospital for about six months, and the 
probate costs and the funeral costs, and the executor did 
not want to leave the bills unpaid, of course, 30 we : 
felt there should be a little bit more money available 
to a person such as that, and there are a great many 
people in the country who have only one bank account, 


not two, three or four. 


We realize, of course, every bank account, | 
every bank is allowed to release this money, $1,500.00, 
but there are a great many people with only one bank 
account. 
THE CHAIRMAN: Thank you very much. We are | 


certainly sympathetic to what you say. I suppose because | 


of it there might be a loss of tax, but it is extremelyun- 
likely. 

MISS VAN DINE: I would think it very unlikeiy. 
The amount from a bank account or from any of these is 
still part of the estate. We are merely asking that we 
S able to get a little bit freer flow of capital at that 


time, but it would not affect the amount of the estate, nor 
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the rate of tax, nor therefore, the tax payment. 

COMMISSIONER GRANT: I would agree with you, 
Miss Van Dine. It seems to be a reasonable request. It 
is a matter of estate administration, is it not? 

MISS VAN DINE: Yes. | 

COMMISSIONER GRANT: And where you have two 
succession duties or estate tax jurisdictions such as you 
have in Ontario, no doubt you are held up more so than in 
@ province where there is only one, where you are dealing 
only with the Federal estate tax authorities. 

I can speak from some experience there. We 
find that there is a degree of autonomy within the region, 
and we find they are most cooperative and that a consent 
is forthcoming under reasonable circumstances very soon 
after the list of the assets are filed if that request is 
made, and it does not have to await the payment of the 
duty .in full. 

It is @ question of how far one should go,and 
as I said, I think myself your $2,500.00 ceiling is an 
appropriate one. If you were to raise it to $5,000.00, 
then I should think it could very well lull the executor 
into a false sense of security and he would postpone or 
delay the administration of the estate. If it is kept at 
a reasonable amount, it has the indirect advantage of 
making the executor or the administrator get on with the 
Job. 

MISS VAN DINE: Right. 

COMMISSIONER GRANT: And of course if there is 
insurance, as you know from a recent amendment, as high 


as $11,500.00. can come from any one company. 
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MISS VAN DINE: But supposing the insurance had 
been left to a beneficiary, the executor would not want 
to touch that $11,000.00 to pay expenses of the deceased. 

COMMISSIONER GRANT: As a matter of fact he 
could not without her consent. 

MISS VAN DINE: No, but if it was left toa 
widow she might say "I have that money coming to me, pay 
his bills", but that only would be in a few cases, ina 
very small number of cases. 

MISS MacGILL: I think it is $2,500.00 in 
Ontario, is it not? 

COMMISSIONER GRANT: It could be. 


MISS MacGILL: I believe it is right now. 
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a/PB/dpw 4 THE CHAIRMAN: Miss Van Dine, will you proceed 


2\| to Recommendation 8? 

3 MISS VAN DINE: Recommendation 8 also deals 

4| with the estate tax: that no estate tax be levied on 

§| values which do not actually come into being for the 

6|| widow. I would like to point out while this recommendatio 


7|was directed specifically toward the widow it is generall 


8| applicable to either of the surviving spouses and to other 
giirecipients as well. 

10 The practice under the Estate Tax Act is to 

11| Value pensions, annuities, etc., arbitrarily on the basis 
12\;0f the life expectancy of the recipient as set out in an 
13))actuarial table. The capitalized value of the pension, 


14jannuity, etc., is added to the estate, tax is levied, and 


15|payment is required within six months of death. 


16 If the recipient fails to live out that life 


17\expectancy, or if, in the case of a widow to whom the 
1g|pension, annuity, etc., is payable only until she remarries 
A does remarry before she lives out the anticipated life 

20 |expectancy, a hardship has been imposed in that the recipie - 


21 \\1s required to pay estate tax on the capitalized value of 


22\the pension, etc., before amounts are received with which 


23\ito pay the tax, and on a total sum at least part of which 
he recipient did not ultimately receive. 

Section 15A of the Estate Tax Act, introduced in 
1960, provided relief for the estate but not for the reci- 
4ent should the "terminal event", which we are calling it, 
ecur within four years. In such an event the tax already 
evied will be reassessed on the basis of the actual period 


uring which the pension, etc., was received, and the 
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1) excess tax that has been paid will then be refunded to the 
Q\|\estate. The beneficiary or the widow may have been 

3| deprived of the sum for the duration of her widowhood, 

4) and she will receive no personal benefit whatsoever from 


5 this refund. The youthful recipient is a particular case 


in point. If four years elapses before the terminal event 
takes place, not even the estate is recompensed. 

In all instances involving pensions, annuities, 
etc., including those rare cases falling within the provi- 
sions of Section 15(1)(a) which permit payment by instal- 
ment, some consideration might be given to continuing to 
include the pension, annuity, etc., in the valuation of the 
estate for the purpose of determining only the rate of tax, 
with tax being imposed as payments are actually received. 
Even this, however, could result in an excessive rate of 
tax - as in the case of the premature death of a youthful 
recipient. 

However, viewed from the standpoint of changing 
attitudes, we here again invite the attention of the Commis 
sion to the need for establishing a whole new set of values 
in considering the "family" estate. Recognition of the 
services of the wife to the marriage partnership suggests 
that a system whereby no estate tax is paid until after the 
death of both spouses be considered; or that only half the 
estate be subject to taxation on the death of a spouse; or 
that, as in the United States of ineetea! the estate of 
either spouse be reduced up to fifty per cent by the value 
28 }0of assets left to the surviving spouse. Thank you. 
29 THE CHAIRMAN: Does this final paragraph, Miss 


30\iVan Dine, come under Recommendation 8? I think it does, 
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2/ MISS VAN DINE: Yes. 

3| THE CHAIRMAN: That is part of the recommendation? 
/ MISS VAN DINE: Yes, part of the recommendation, 
1 Pan we suggest that the system might just be consi- 

6|| dered. 

7 COMMISSIONER BEAUVAIS: Miss Van Dine, I think 


gi you have a very good point in connection with annuities 


9| and pensions, because, as a matter of fact, it seems that 


10) an estate tax would be paid on capital never to be 


11 received. Secondly, when a pension is paid, income tax 
12 will be paid on that share that is not received. What 
13) would you think of - and let us take an example: if the 
yaijtife expectancy of a widow is 15 years and tax computed 
15|0n that basis, and one-fifteenth 1s paid every year; if 
16||She remarries or if she dies this tax obligation is 


17||terminated. 


18 MISS CONMEE: Mr. Beauvais, if I might answer 


j9|ithat, I think that is what we are trying to suggest in 
20 |Item 15 on page 22. 


21 COMMISSIONER BEAUVAIS: Yes. 


MISS CONMEE: This would be used to determine 


22 


93\\the rate and the tax paid by instalments. There is still 
24 inequity involved here. Suppose you have someone of 

- 95 \e5 who becomes a widow and her life expectancy is 50 years 
296 jand five years later she remarries and the annuity stops; 
27 bviously, even under that system the rate of tax is much 
2g |too high than actual events prove out. 

29 COMMISSIONER BEAUVAIS: She would have to pay 


30 jone-fiftieth every year. 
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MISS CONMEE: I see. 

COMMISSIONER BEAUVAIS: If she dies after one 
year then the balance would be cancelled. 

MISS MacGILL: She would still be out of pocket, 

COMMISSIONER BEAUVAIS: She wouldn't be out of 
pocket. 

MISS MacGILL: - Isn't she paying more than she 
}would have to if it were rated on a different basis? 
COMMISSIONER BEAUVAIS: No. 
MISS CONMEE: The rate would be higher. 
MISS MacGILL: That is what I mean. 
COMMISSIONER BEAUVAIS: area would be dividing 
it into fifty years. 


MISS CONMEE: The amount that would come out of 


lthe estate because of this long period of years - versus the 
very short period of years - surely would produce a higher 
rate? 


} 
i 
| 
i 
| 
| 
} 
| 
] 
| 


MISS MacGILL: After four years. 


COMMISSIONER BEAUVAIS: With the termination of 


the bdligation to pay the estate tax, because the relief 


we have under the Act for the four years is rather limited, 


but I think in determining the number of years of life 


expectancy this would be equitable. Maybe a deduction 
could be considered for income tax purposes of the amount 
paid each year. She will otherwise vay income tax on the 


amount she will receive. I would like your reaction on 


that. 
MISS MacGILL: I didn't quite follow it. Do 


you mind repeating it? 


COMMISSIONER BEAUVAIS: Certainly. Let us take 


—= 
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1a case where a man dieswith qa pension to his widow who has 


2|15 years expectancy; then if the tax is $15,000 it would 


3] be $1,000 a year. 


If she dies or remarries after two years 


4\ithere would be no tax, or, in fact, she would pay two 


5 


6 


~y 


12 


years only or two-fifteenths of the tax otherwise payable. 


In the present situation if she dies after five years then 


she would have paid ten years for nothing. 


MISS MacGILL: In other words, the unfairness, 


you suggest, is the four-year thing, not the other? 


COMMISSIONER BEAUVAIS: 


the income tax. 


The four-year thing and 


MISS MacGILL: Of course, right here, our whole 


13);idea is that the whole business is wrong. We feel the 


14|\whole family estate should be considered on an entirely 


15|Gifferent aspect than 1t now is. 


16 


17 


18 


19 


20 


21 


22 


23 


24 


' 95 the widow would pay no tax at all? 


26 


27 


We are attacking a 


little corner of the law at the moment, but we don't hold, 


really, any brief for it as it stands. We think the thing, 


in essence, is wrong. Some people also have the idea that 


the aggregate tax money should fall on the passage of the 


estate to the next generation. There is that aspect of it 


in our suggestion as to what the survivor gets. I don't 


really feel, Mr. Beauvais, we have to justify the law 


because we don't believe in the whole thing. 


COMMISSIONER BEAUVAIS: 


MISS MacGILL: Yes, 


. COMMISSIONER BEAUVAIS: 


Your suggestion is that 


On the other hand, the 


28 |pension question you are mentioning here; my suggestion 


is to alleviate the impact, because in some cases it 


might deal a very great hardship. 


Suppose a man dies with 
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no assets at all and leaves a pension of $5,000 to his 


wife and she has a 20-year life expectancy. She has no | 
money to pay the tax. That is a very great hardship. 

My suggestion would be as she goes along she would pay 
that proportion every year and then she would have the 


money to pay it. 


Maybe that is not the ideal solution, but it 
might improve the situation greatly. | 

MISS VAN DINE: I rather think, sir, that is a 
better solution than we have at the moment in the existing | 
Act. The capitalization will be still part of the estate 
and the rate would be higher. You would be on that 
capitalized value, but you would be paying less. That is | 


a good solution. 


COMMISSIONER GRANT: I was going to say, what 


lwe have to keep in mind if you are dealing with the gstate | 
17\\Tax Act, which is a tax on the right to transfer property, 
1g|mot the right to receive property, as such - it is a charge| 
i9on the assets of the estate, and any change or modification| 


lor amendment that might be considered would have to be 


lconsidered in the light of that principle. | 


MISS MacGILL: That is right. | 


THE CHAIRMAN: I think that completes our 


would like to say to us? 
MISS MacGILL: No, but we thank you very much 
for your courtesy and forebearance. ‘Je are very pleased 


to have been able to attend this mornings. 


THE CHAIRMAN: We thank you, indeed, for bringing} 


30 forward such a well-prepared and complete 
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1/ presentation, we will continue to consider your recommen. | 


i 
1 


2| dations. Thank you very much. 
31 Have we any further business, Mr. Secretary? 
4 THE SECRETARY: We have two further items of 


| 
5| business. 


,| minutes, 
| 
8 


g| ==- Short Recess 


| 
6. THE CHAIRMAN: We will stand down for ten 


13 | 


15 | . 
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THE CHAIRMAN: Mr. Secretary, you have zgot some 
more business for us? 
THE SECRETARY: I have, sir. On December 20th, 


1962, at the Commission office in Ottawa, a brief was 


received from Mr. Henry Rosenberg, Q.C. Mr. Rosenberg, 


unfortunately, could not meet the Commission here and he 
has asked that this be entered into the record, which 


Lac, as Sahibit” No. Se. 


--- EXHIBIT NO. 52: Submission of Mr. Henry Rosenberg, Q. ch 


THE CHAIRMAN: Thank you. 

THE SECRETARY: I have also, Mr. Chairman, 
Commissioners, three more exhibits which I would like to 
enter into the record. The first, which I now enter as 
Exhibit No. 53, is a copy of a letter addressed to the 
Honourable Walter L. Gordon, P.C., M.P., from Mr. J.W. 


Abbott, President of The Canadian Institute of Chartered 


Accountants. This letter is April 23rd, and the subject 


| 
| 


t 
i 


matter concerns the report of a Committee which was insti- | 


tuted to study corporation surpluses and designation of 


surpluses under the Income Tax Act. 


24\|--- EXHIBIT NO. 53: Letter addressed to The Honourable 


25 


26 


27 


28 


27 


| 
30) 


Walter L. Gordon, P.C., M.P., dated 
April 23rd, 1963. 


THE SECRETARY: I also enter as Exhibit No. 54 
the reply which was sent by the Honourable Valter Gordon 
to Mr, J.W. Abbott dated April 30th, 1963. In this reply 


it is indicated that the report to the Minister of Finance 


| 


| 
| 
| 


tn 


iy 
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1961 would be entered into the record of this Commission 


which I do at this morning's session.This is Exhibit No. 565. 


-~-EXHIBIT NO. 54: Letter in reply by the Honourable 
Walter L. Gordon,P.C.,M.P., 
dated April 30th, 1963. 


-~--EXHIBIT NO. 55: Report of the Special Committee of 
Corporate Taxation, dated 1961. 


THE SECRETARY: This report of the Special 


| Committee on Corporate Taxation was received pursuant to 


the Committee's instructions in accordance with Order in | 
Council P.C. 1960-1356 of October, 1960, dealing with 
the subject matter I mentioned a few seconds ago. 

That is all I have, Mr. Chairman. 

THE CHAIRMAN: Thank you, Mr. Secretary. I | 
would like thereecord to note that I am grateful to the 
Honourabie Minister for making this available to us as 1 
believe this report will prove most useful to ail students 
of income taxation. Do you have anything else for us? | 

THE SECRETARY: That is all for this morning's 
session, Mr. Chairman. Tomorrow we are convening at 9:30 
to hear a brief from the United Electrical, Radio & Machiz 
Workers of America. Mr. C.S. Jackson, President, will be 
here at that time. 


THE CHAIRMAN: We stand over until 9:30 tomorrow 


morning. 


---Adjournment | 
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1| COPY 
2| THE CANADIAN INSTITUTE OF CHARTERED ACCOUNTANTS 
3 Chartered Accountants Building, 
69 Bloor Street East, 
4 Toronto 5, Ontario. 
5 Office of the President 
6 | April 23, 1963. 


7; The Honourable Walter L. Gordon, P.C., M.P., 
Minister of Finance, 
g| Department of Finance, 
| Ottawa, Ontario. 


9 
|Dear Mr. Gordon: 


16 
As you know, the Institute has appointed a 


Committee to prepare a submission to the Royal Commission 


on Taxation. 


oS 


Naturally we want our studies to be based on as 


15) 
to this end, we would find it most useful if our Committee 
16 | 


lof corporation surpluses and the designation surpluses 


under the.Income Tax Act. 


We had written to your predecessor requesting 2 


copy of the study but he felt unable to comply with our 
equest. We hope that you will be able to see your way 
clear to assisting our study by giving us permission to 
view the special study. We would, of course, if you 
equested, keep the contents, or even the fact we have 
uch a study, entirely confidential to the members of the 
nstitute's Committee. 

Yours sincerely, 


Sed. J.W. Abbott, 
Président. 


complete, accurate, and up-to-date material as possible and 


could be granted access to the special study of the problem 


23 | 


24 


2 
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27 
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COPY 
Minister of Finance 
Ottawa, April 30, 1963. 
| Tir. J.W. Abbott, 
| President, 
The Canadian Institute of Chartered Accountants, 


|69 Bloor Street East, 
| Toronto 5, Ontario. 


cues Mr. Abbott: 

In your letter of April 23 you referred to a 
| study of the problem of corporation surpluses and the 
designation of surpluses under the Income Tax Act. The 


former Government retained a group of four private persons 


ito study these problems amongst others and a report was 


Submitted on March 21, 1961. This report was kept secret 

|and apparently nothing was done about the problems. 

| You wish to obtain a copy to assist in preparing | 
the submission of your Institute to the Royal Commission | 
lon Taxation. This is a reasonable request and I am pleased 
|to comoly with it. I would not feel justified, however, 


lin making this report available to one organization and 


Inot to others. iI.have decided to submit it to the Royal 


\Commission on Taxation, to be placed on their record so 


| 
ithat it can be obtained by anyone who is interested. 


I would suggest, therefore, that your request 
should now be addressed to the Royal Commission. 
| rerhaps I should add for the record tht the 


elease of the report cannot accurately be regarded as 


Sache any clues or implications as to the fiscal 


policies of the government, other than that we are in 


avour of encouraging widespread consideration of these 


mportant matters. Yours sincerely, Sgd. Walter Gordon. 


29 
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The Honourable Donald M. Fleming, P.C., Q.C. 


Minister of Finance 


2 Ottawa, Ontario. 
3 
We, the Members of the Special Committee on 

‘ Corporate Taxation appointed pursuant to Order-in-Council 
5| 

P.C. 1960-1356, dated October 1, 1960, to advise on 
7 certain problems connected with corporate taxation which were 
: set forth in detail in the "terms of reference" as 
i follows: - | 
: i a to consider the various provisions of the 
= Income Tax Act relating to the taxation, as 
personal income or otherwise, of amounts 
= that are distributed or are available for 
Hs distribution out of the earnings of 
vi corporations; 
be ae to determine the extent to which these pro- 
e visions have given rise to anomalies and 
inequities in taxation, have made unduly 
be complex the arrangements governing business 
te organization, have imposed barriers to the 
a creation of new businesses and the re- 
a organization of existing businesses and hav 
“ encouraged the adoption of artificial 
7 devices and arrangements to avoid taxation; 
= a to study the comparable provisions of the 
os tax laws of other countries; 
- 4, to recommend changes which may achieve greater 
=< simplicity and overcome any anomalies, in- 
7 equities or deficiencies it finds in the 
29 


present law without substantial loss of 


revenue; 
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1 5. to recommend appropriate changes in the 

2 taxation of personal corporations, in the 
3 light of recommendations made under the : 
4 previous paragraph; 

5 : and 

6 by in connection with the above subjects, to 
ee recommend any methods by which the income 

8 tax laws in questions might be reformulated, 
oa in the national interest, so as to give 

10 greater encouragement to the Canadian owner- 
11 ship of Canadian industry.’ 


12|| SUBMIT TO YOU THE FOLLOWING REPORT: 


GW 


28 


29 
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SUMMARY OF FINDINGS AND RECOMMENDATIONS 
We have reviewed the present provisions of 

the Income Tax Act relating to corporate distributions in 
Canada and their historical background. We have considered 
the general effect of such provisions upon the Revenue and 
upon corporate enterprise and shareholders. We have 
studied the comparable provisions of the tax laws of other 
countries. These matters are dealt with more fully 
hereunder. 
As a result of these investigations, we have 
found that: - 

ee The amount of tax actually collected from 
Canadian resident individuals in respect 
of dividends received from Canadian corpora- 
tions, based upon the latest statistics 
available (1958), is estimated to be less 
than $50,090,000 per annum; 

2 The amount of tax on accumulated corporate 
earnings for the 1959 filing year actually 
collected in respect of the special tax of 
15% under Section 105 has been tabulated by 
the Department of National Revenue as 
$5,643,766; 

33 The present numerous complex provisions of 
the Income Tax Act respecting corporate 
distributions, in spite of many amendments, 
have not effectively prevented in many cases 
avoidance by individuals of the tax payable 
on theultimate distribution of accumulated 


corporate earnings; 


ANGUS 
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There are in fact many anomalies, inequities 
and deficiencies in the taxation of corporat 
and individual taxpayers arising out of 
these provisions; 

These provisions also tend to encourage 
akiaghive accumulation of corporate earnings); 
The taxation at graduated rates upon ultimat 
distribution of these accumulations continue 
to be a serious problem for many share- 
holders of closely-held corporations and 
their estates who are often forced to 
liquidate their holdings or resort to 
artificial devices to avoid the impact of 
this ultimate taxation; 

On the other hand, similar problems are not 


created when investments by Canadian indi- 


viduals are made in listed shares of public | 
corporations, with the result that individua 
investors are not sufficiently encouraged 

to start new corporate ventures; 

Freedom and flexibility of corporate organi- 
zation are unduly restrained by the many 
provisions already referred to which affect 
indiscriminately all corporations, both 
closely-held and widely-held, without due 
regard to the requirements of efficient 


business organization; 


The special tax concessions made from time 


to time in the past to reduce the effect 


of the graduated rates in an effort to 
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| 
| 


1 solve the above problems have not prevented 
2 the continuing accumulation of corporate : 
4 substantial revenues. 


earnings and have not actually produced 
i Therefore, in the opinion of the Committee, a new approach 
| 
6| to the problem of the taxation of corporate distributions 
7;is necessary and desirable from the point of view of the 
g| Government and the Taxpayer. 


9 The Recommendations of the Committee may be 


10; Summarized as follows: 


11 diss The basic recommendation is to impose, in 
12 lieu of the present method of taxation of 
13 dividends, a flat Shareholders Tax of 15% 
a to be withheld by the corporation on any 
al distribution or deemed distribution of accu 
a mulated corporate earnings to all share- 

17 | holders by Canadian taxable corporations 
scl | (hereinafter called "Canadian Dividends"). 
i In the case of corporate shareholders, the 
20 Shareholders Tax is payable only on the 

21| first distribution and thereafter no furthe 
2 | tax is to be paid by Canadian resident cor- 
23 porate shareholders in respect thereto. 

24 The Shareholders Tax withheld is deemed to 
25 "be on account of the 15% non-resident tax o 
26 dividends under Part III of the Income Tax 
27 | Act. 

28 et In order to recognize the present favourabl 
29 tax treatment accorded to Canadian resident 


30 individual shareholders with taxable income 
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1 up to $10,000, a refund of the 15% Share- | 
2 holders Tax would be granted to such | 
3 individuals. | 

4 33 The Designated Surplus provisions in 

5 Section 28 and the special taxes in Sections 
6 47 (4), 105, 105A, 105B and 105C would be 

7 repealed and Section 81, dealing with 

8 , distributions by way of "deemed dividends", 
9 would be amended to include the provisions 
10 of present Section 8 and to cover devices 

11 for "disappearance" of surpluses that may 

12 remain. 

134 4. In the event that it is considered desirabl 
14 as a matter of policy that the Shareholders | 
15 Tax be increased on a limited progressive 

16 basis, the upward limits of such increased 
17 taxes should range from 15% to 40%. 

18 5. Transitional provisions will be necessary tq 
19 preserve for a reasonable time all present 
20 rights respecting the distribution of sacar al | 
1 ing surpluses tax-free to corporate share- 
22 holders. The right to elect to pay the 15% 
23 tax under Section 105 in order to convert 

24 undistributed income to a tax-paid basis wil 
25 also be preserved for a limited period. 

26 6. As an incentive to certain Canadian corpora- 
27 tions to distribute their earnings to 

28 Canadian resident shareholders, a special 

29 tax abatement shall be allowed to such corpora- 


30 tions of a percentage of Canadian Dividends 
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paid to such shareholders out of its sani 
after December 31, 1960. The rate of abate 
ment shall be reviewed annually, with a 
suggested rate of 10% for 1961. 
& The provisions respecting personal corpora- 
tions would be repealed. 
REVIEW OF PROVISIONS RELATING TO 
CORPORATE DISTRIBUTIONS 
"Reference 1 - to consider the various pro- 
visions of the Income Tax Act relating to the 
taxation,as personal income or otherwise, of 
amounts that are distributed or are available 
for distribution out of the earnings of corpora- 
tions." 
HISTORICAL BACKGROUND 
The Ives Commission Report 
It i38 convenient to refer to ta. Tae official 
public enquiry which touches upon the matters referred to 
this Committee under its terms of reference, namely, The 
Royal Commission on Taxation of Annuities and Family 
Corporations, otherwise known as The Ives Commission. Thi 
Commission reported on March 29, 1945. While the concern 
of The Ives Commission in this respect was restricted to 
the problem of the tax liability on accumulated earned 


surpluses of so-called "private corporations or closely- 


held corporations", the many representations and problems 


considered by them also concerned this Committee. Their 
final Summary of Recommendations respecting this part of 


their enquiry was as follows: 
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Py. That the companies to which these recommen- 
dations apply be those which, in general, | 

come within the definition of a private 

company as provided in the Dominion Companies 


Act. 


a. That capitalization or distribution of sur -| 
| 
pluses earned prior to the end of the 1939 | 


| 


fiscal year be permitted on payment of a 


9 special tax by the company, which will 
10 approximate the tax that would have been 
11 paid by the shareholders had the surplus 
12 been distributed year by year as earned. | 
13 Se That to accomplish this objective a graduated 
14 rate of tax be applied to the amount of the 
15 | distribution or capitalization made or accru- 
16 ing to each shareholder - the minimum rate | 
17 being 15% on amounts up to $25,000, and the | 
18 maximum being 33% on amounts in excess of 
19 $400,000 to any one shareholder. | 
20 4, That permission to capitalize or mth | 
71 | such surpluses be available for a period of | 
22 two years from the date that the plan is | 
23 made law. 
24 5 That the refundable portion of excess 
25 profits tax be made available to apply in 
26 part payment of the special tax. | 
27 6. That on the re-organization of a private con- 
28 pany which involves a change in beneficial | 
29 ownership, or on the winding-up or discon- 

| 


| 
30 | tinuance of business of any such company,th 
| 
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undistributed income which is deemed to be 
the payment of a dividend under the present 
law be reduced by an amount equal to 20% of 
the income after tax earned in the 1940 and 
subsequent taxation years." 

As a result of the recommendations, Part. 


| 
XVIII containing Sections 94 to 97 was added to the Income 


SirTax Act in 1945 to provide the mechanics by which the 


recommendations of The Ives Commission were substantially | 
adopted with respect to earned surpluses accumulated up | 
to the end of the 1939 fiscal period. No attempt was Bree 
at that time to deal by legislation with earned surpluses | 
accumulated after that date and specifically the 20% reten+ 
tion proposal in Recommendation No. 6 was not accepted. 
Election to pay l Tax 

In 1950, the Government of the day decided to 
introduce further legislation to deal with accumulated 
as well as future surpluses. Under this legislation 


earned surpluses accumulated to the end of the 1949 


taxation year were to be dealt with in much the same way au 
earned surpluses up to the end of the 1939 fiscal period | 
under Part XVIII of the Income War Tax Act, except that 

the tax payable by the closely-held corporation was a 

flat 15% and capitalization of the resulting tax-paid 
undistributed income was mandatory to achieve tax freedom 
for the receiving shareholder. As for future surpluses, 
there was introduced what ws thought to be a continuing 
solution by permitting the capitalization tax-free to the 
shareholders (at a 15% tax cost to the company) of an 


amount of undistributed income equal to dividends paid 


—_— = ts 
i) - oO 


tm 
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after 1949. The then Minister of Finance in his Budget 
Speech of March 28, 1950, said by way of explanation of 
this measure: 
"If the proposed legislation did no more than 
take care of past surpluses a new problem with 
respect to the future would immediately start 
developing. I think it desirable, therefore, 
that the present legislation should provide a 
comprehensive solution to the problem as a whole 
rather than merely deal in ad hoc fashion with 
the past." 
Introduction of Designated Surplus concept 
On May 10, 1950, the Designated Surplus concept 
was introduced. The effect was to tax at full corporate 
rates the distribution of accumulated surpluses of 


corporations whose control was acquired by another 


corporation after that date. To the extent that a control- 


led closely-held corporation had tax-paid undistributed 
income on hand such a distribution remained tax-free. 

In 1951, the right to elect to pay the 15% tax 
was Staal to other than closely-held corporations, but, 
except in respect of surpluses at the end of 1949 


taxation year, was withdrawn from a corporation which was 


la "subsidiary controlled corporation.” The effect of this 


amendment was that, in the case of the acquisition of 
control after 1949, no portion of Designated Surplus 


representing earnings accumulated since the 1949 taxation 


year could be distributed by way of dividends or otherwise | 


to a controlling corporation at a tax cost of only 15%. 


~ 


“eneé 
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Additional Special Taxes 


While the Designated Surplus provisions in the 
main froze pre-control surpluses, other erosions of 
undistributed income continued so that various special tax 
provisions were introduced into the Act as follows: 

1. A 20% or 30% tax on premiums paid by a 
company on any redemption or acquisition of 
its preferred shares, now under Section 
105A(1953); 

2. A 15% or 20% tax on distributions of 
Designated Surplus to exempt taxpayers,non- 
residents and securities dealers, Section 
105B (1955); and 

3. A 20% tax in respect of certain statutory 
amalgamations resulting in the effective 
disappearance or reduction of undistributed 
income, Section 105C (1959 and 1960). 

Dividend Tax Credit 

In 1949, provision was made for an allowance to 
Canadian resident individual shareholders of a credit 
against taxes otherwise payable of 10% of dividends 
received from Canadian taxable corporations. The credit 
was limited to the amount of tax payable in respect of 
such dividends. In 1953, the credit was increased to 20%, 
subject to the same limitation. However, in 1957, this 
limitation was removed. 

SUMMARY OF PRESENT LEGISLATION 
We set out hereunder the principal provisions in 


the Income Tax Act of Canada affecting the distribution an 


a a a a a a SE ne 
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1| retention of profits earned by corporations in Canada and 
2|| a brief outline of their purpose. The tax payable by 

3| corporations is 21% on taxable income not exceeding 

4 $35,000 and 50% on any amount in excess thereof. 


5| Provisions relating to cash distributions 


6| S. 6(1) (a) - Amounts received as dividends 
included in income 


y i x 
a 6(1)(g) - Amounts received as premiums | 
8 redemption of shares befor 
April 30, 1953, included 
9 in income 
10| S- 11(2) - Shareholder's allowance for 
depletion 
11 
Ss. 28(1) - Inter-corporate dividends taxt+ 
12 free in certain cases 
13| S- 28(2) - Inter-corporate dividends tax+ 
able in certain cases 
14 | 
s 38 - 20% dividend tax credit for 
15 Canadian resident individua 
16|| S. 47(4) (5) - 25% withholding tax on divi- 
dends received by brokers 
17 in certain circumstances 
1g|| S. 63 - Dividends received by trusts | 
and estates | 
19 | 


29|| Provisions relating to "deemed" distributions 
and other benefits to shareholders 


21 
S. 8(1) - Benefits to shareholders 
22 || included in income 
93|| S. 8(2) - Loans to shareholders taxed 
as deemed dividends with- 
24 out tax credit 
25| S.- 8(3) - Interest on income debentures 
deemed a dividend 
26 
S. 11(1) (da) - Repayment of loan by share- 


27 holder under $.8(2) deduc- 
tible from income 


Ss. 24 - Securities or rights in satis 
29 faction of dividends 
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67-68 - Deemed distribution of income, 
to shareholders of persona 
corporations 

=. 81-82 - "Distributions" resulting 


from reorganizations, 
winding-up, capitalizations, 
etc., deemed to be divi- 
dends 


Special provisions and taxes on benefits 
and distributions to shareholders 


Ss. 31(2) Distributions to non-resident 
shareholder employees in 
certain cases taxed ag 


ordinary income 


4% surtax on investment incom 
from non-Canadian sources 


S. 32(3) 


S2 105 ~ 15% tax on undistributed in- 
come subject to certain 
conditions 

S; 105A 20% or 30% tax on premiums on 

redemption or acquisition 
of preferred stock 


Sr 105B 15% or 20% tax in respect of 


dividends paid out of 
Designated Surplus to 
specified persons 

a. 105C -~ 20% tax in respect of certain 


undistributed income follow- 
ing statutory amalgamation 


EFFECTS OF PRESENT LEGISLATION 


"Reference 2 - to determine the extent to 
which these provisions have given rise to 
anomalies and inequities in taxation, have 
made unduly complex the arrangements govern- 
ing business organization, have imposed 
barriers to the creation of new businesses 
and the reorganization of existing businesses 


and have encouraged the adoption of artificial 
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devices and arrangements to avoid taxation.” 


The cumulative effect of the annual revisions of 


3) income tax legislation, particularly those which were 


4 intended to deal with special situations, has been to | 
5| complicate the tax structure and to introduce a variety | 


6| of rates. 


The following partial tabulation of rates (in | 


7 
8| which are included Old Age Security Tax unless otherwise | 
g| noted) which are involved in the earning of business income 
10 | in corporate form and the distribution of such income will| 
11| serve to illustrate this point. | 
12 | 
| Rates relating to cash distributions 
13 | 
| 
14! (1) Dividends received by resident | 
individuals from foreign or non- 
15 taxable corporations 14%-844 * 
16. (41) Dividends received by resident 
individuals from Canadian resi- | 
17 dent taxable corporations 14%-80%*less 
20% of | 
18 dividend 
19 {411) Dividends received by Canadian 
resident taxable corporations 
20 from foreign or non-taxable 
corporations 214850% ** | 
21 | 
(iv) Dividends received by Canadian | 
22 resident taxable corporations 
from Canadian resident taxable 
23 corporations exempt 
24 (v) Dividends received by Canadian | 
resident taxable corporations 
25 out of designated surplus of 
a controlled Canadian resident 
26 taxable corporation 21% & 50E** 
27 (vi) Dividends paid to non-resident 
{individuals and corporations 15% | 
28 | 
(vii) Dividends paid to non-resident 
29 individuals and corporations 
| under a tax treaty exempt -15% | 
30 
i 
i 


| 
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* To the 80% and 84% rates 
should be added $90 - Old 
Age Security Tax. 4% in- 
vestment surtax included 
where applicable. 


** Included in taxable in- 
come: at 21% up to $35,000 
and 50% on excess 


Rates relating to other distributions 


(viii) Various corporate actions which 
constitute payment of a deemed as above 
dividend (1) - (vit) 


(ix) A stock dividend or other 
capitalization (but not a 
cash dividend) paid out of 
capital surplus after having 
paid appropriate taxes on any 
undistributed income on hand exempt 


(x) Benefits under Section 8(1) to 
Canadian resident shareholders 
of Canadian resident corpora- 
tions ! 14%-80% * 


(xi) Such benefits if to non-resident 
shareholders 15% 


* To the 80% rate should 
be added $90 - Old Age 
Security Tax 


| Special Tax rates payable by payer corporations 


(xii) "Distribution of 1949 surpluses 
- 2(205(a)) 15% 


(xiii) "Distribution of post 1949 sur- 
pluses (105(2)) equivalent to 
dividends paid 15% 


(xiv) "Distribution" by way of premium 
paid on redemption or acquisition 
by a corporation of its preferred 
stock (105A) 20% or 30% 


(xv) "Distribution"out of Designated 
Surplus to a non-resident cor- 
poration (105B) 15% 
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(xvi) And if to an exempt person 
(105B) 15% 


(xvii) And if to a trader or dealer 
in securities (105B) 20% 


(xviii) "Distribution" resulting from 
statutory amalgamation (105C) 20% 


The foregoing tabulation gives effect to the Budget 
resolutions introduced by the Minister of Finance on 
December 20, 1960. : 

The above sets out the principal rates although 
there are other special taxpayers for which different 
rates or treatment are applicable such as trusts and 
estates, foreign business corporations, non-resident -owned 
investment corporations, investment companies, life 
insurance companies, public utilities, co-operatives and 
non-taxable entities including charities, pension trusts, 
personal corporations, etc. It is evident that the hopeful 
words of the Minister of Finance in his Budget Speech of 
March 28, 1950, quoted above, have not been fulfilled. 
The procession of "ad hoc" solutions has in the last 


decade continued unabated. 


Election to pay 15% Fax 


In 1950, when the right of election to pay a 
special 15% tax on undistributed income was introduced, it 
was thought thata settlement of tax liability on 1949 
undistributed income on this basis would be accomplished. 
Thereafter it was expected that the corporation would 
adopt a regular dividend policy so that it could qualify 
for continuing elections to pay the 15% tax on amounts 


equal to the dividends paid. In fact many corporations 


wee 8 
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found that the 15% tax on their 1949 undistributed income 
was too great a burden unless there was an immediate and 
substantial benefit to be gained for their shareholders. 
Accordingly, such corporations could not elect under the 
continuing phase of the plan even if their subsequent 
dividend policy would have qualified them to do so. 
Further, those corporations which had elected and paid 
the tax on their 1949 undistributed income or were 
incorporated after 1949, did not necessarily elect or 
could elect to pay the special tax of 15% because of one 
or more of the following reasons: 

i The tax cost to the shareholders at graduated 
rates of dividend payments in order to 
qualify for the election was a deterrent in 
many cases; 

2. The 20% Dividend Tax Credt& had removed to a 
large degree the incentive to pay the 15% 
tax which would otherwise have been present 
and 

Se There were other ways of distributing undis 
tributed income without tax by resorting to 
the many devices developed throughout the 
decade in spite of continuous efforts by 
the administration to defeat these attempts 
to avoid taxation. 

Accordingly, this concession has not solved the 
problem of continuing accumulations of corporate earnings. 
Designated Surplus 

The effect of the Designated Surplus provisions, 


described above, was to tax at full corporate rates all 


fad 


wm 
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dividends paid out of pre-control period accumulated | 
earnings. These provisions were obviously intended to 
prevent the application of the rie Meese of tax-free inter- 
corporate dividends in payment for the shares of the : 
controlled corporation. It was also intended to prevent 

the vendor of the shares from obtaining the benefits of 

a distribution of earnings without tax. Therefore, unless 


these provisions could be avoided when one corporation 


acquired control of another after May 10, 1950, the 


pre-control surplus was effectively frozen. 
The compelling urge to avoid the Designated 
Surplus problem is illustrated by some of the more obvious 
devices employed without regard to the business realities 
other than tax considerations: 
e The cutting off of normal inter-corporate 
cash flow to avoid tax. 
es The 50-50 split between companies acquiring 
a subsidiary company to avoid control and 
consequent designation of surplus under 


Section 28(2) and the tax under Section 


105B. 

33 The creation of non-voting stock to be 
acquired by a corporation in order to avoid 
the acquisition of control with the same 
results as in No. 2 above. 

4. The use of holding companies solely as a 
buffer to prevent future designation of 
surplus. 

a The statutory amalgamation to free designate 


surplus in the hands of the resulting 
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| 
corporation as permitted under Section Br: 
' without tax and to avoid designation of | 
surplus under Section 28 (2). 7 
In actual practice there are many variations and combina- | 
tions of these devices. 
Even when a Designated Surplus has arisen, the 
controlling corporation can avoid the tax effects by many 
unnatural arrangements of the business activity and the 
capital structure of the controlled corporation such as: 

A Transfer of business by way of sale or 
rental of assets to the controlling corpora 
tion, leaving Designated Surplus recorded 
on the inactive controlled corporation's . 
books; 

as Purchase of assets from controlling oe 


tion, thereby transferring ash to the con- 


trolling corporation to pay off acquisition 


or other debt; and 

3, Erosion of Designated Surplus by excessive 
management and other charges by the cent 
ling oh ceneininnit and by other artificial 
methods. 


A direct result of these complex provisions 


| designed to prevent the escape or erosion of undistributed 


income without tax is to inhibit normal economic organiza- 
tion and re-organization of Canadian business, both large 
and small, both private and public. 
Additional Special Taxes 

As indicated above, Sections 105A, 105B and 105C 


were designed to collect various mecial taxes at rates of 
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15%, 20% or 30%, as the case may be, upon the actual or | 
deemed distribution or realization of corporate earnings 


by means of the various methods described in these 


sections. 


These special taxes are in lieu of the 


graduated rates otherwise payable by individuals and by 
way of additional taxes payable by corporations in respect 
of such distributions or deemed distributions. 

With respect to Section 105A, a premium paid 
upon the redemption or acquisition of preferred shares was 
considered to be in effect a distribution of corporate 
earnings. The tax imposed is a flat rate of 20% of 
premiums not in excess of 10% and 30% of premiums over 
10%. This tax is payable regardless of the amount of 
undistributed income on hand of the corporation, if any. 
Therefore, the underlying principle justifying the 


imposition of tax was not carried forward completely into 


the legislation in that capital repayments by way of 
premiums are also taxed. At the same time, where undis- 
tributed income existed, it can always be distributed at a 
maximun cost of 20% because any amount of undistributed 
income can be distributed by the issue and immediate 
redemption of a sufficient amount of preferred shares 
carrying a 10% premium equal to the amount of the 
proposed distribution. 

Section 105B taxes are applicable only when 
Designated Surplus is distributed to entities which would 
not be effectively subject to tax. The provisions of 
Section 105B apply where a resident corporation is 


"controlled" by a non-resident corporation or a person 
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exempt from tax or a trader or dealer in securities. 
Because such control can result through ownership of less 
than 100% of the shares, the special tax under this 


section will be payable by the payer corporation even 


| where payments out of Designated Surplus are made to 


reeident taxable corporations or individuals. The result 
is that the undistributed income of the corporation is 
subject to the special 20% or 15% tax under Section 105B, 
and the balance actually distributed to the minority 
Canadian resident individual shareholders is subject to 
further tax at graduated rates. 

The special tax rate on Designated Surplus 
distributions where the Canadian resident corporation is 
controlled by a securities dealer is 20%, as opposed to 
15% where the corporation is controlled by a non-resident 


corporation or an exempt entity, except a personal 


corporation. While the underlying intention in Section 


105B is to collect a flat tax in the special circumstances 
described therein, in fact, the devices referred to above 
under the heading "Designated Surplus" are equally 
available to taxpayers who wish to avoid these special 
taxes. 

Section 105C recognizes the principle that no 
tax penalties should be levied on the distribution of 
earnings from one corporation to another unless auch 
earnings effectively "disappear" for tax purposes, in whic 
case a flat tax of 20% is levied on the amount of 
"disappearance". The measure of the "disappearance" is th 
reduction of the undistributed income to less than the 


"net asset value" (excepting goodwill) of the recipient 


bk 
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corporation. However, the actual application of the 
principle in Section 105C is limited to a few cases where 
statutory amalgamation is possible under Provincial 
Company law. All other mergers and reorganizations, howeve 


accomplished, with the same economic effects are denied 


the application of this principle. 
Dividend Tax Credit 


Before 1957, the dividend tax credit of 10%, 
and. subsequently 20%, was limited to the tax actually 
payable by the Canadian resident individual on the dividen 
he received from Canadian taxable corporations. However, 
pursuant to the 1957 amendments, this limitation was 
removed so that the 20% credit applied regardless of the 
tax payable in respect of the dividend. The reason given 
for the change was to remove the need for taxpayers with 
small incomes calculating their tax both with and without 


their dividends included. The effect was to reduce the 


case of many taxpayers. For example, under the present 
rates, an individual in the first bracket of taxable 
income of $1,000 subject to 11% tax fexcluding Old Age 
Security Tax) receives an additional tax credit amounting 
to 9% of these dividands. This additional abatement is 
available only to an individual who has income made up of 
dividends and other income. Consequently, an individual 
in this bracket with dividend incomemly is limited to a 


tax otherwise payable on: income from other sources in the 
credit of 11% instead of 20%. 
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The effect of the 9% tax credit is illustrated 


as follows: 


TAX PAYABLE 
$1,000 Taxable Income $110 .00 
Appropriated as follows: 
$900 Taxable Income $ 99.00 
100 Dividends from Canadian 
taxable companies 11.00 
$110.00 
$1,000 
Less: Tax Credit of 
20% of $100 20.00 
$ 90 .00 


The difference betwean the tax payable of $11.00 on $100 o 
dividends, and the tax credit of $20.00 on same is $9.00, 
which has been applied to reduce the tax payable on the 


other income. 
Benefits to shareholders 


Section 8, Subsections (1) and (2) of the Act, 
tax certain benefits to shareholders either as ordinary 
income or as a deemed dividend. These provisions apply 
regardless of the amount of undistributed cae if any, 
in the hands of the corporation. 

In the case of benefits under Subsection (1), 
which are taxed as ordinary income, no dividend tax credit 
is permitted to the individual shareholders, and in the 
case of corporate shareholders, such benefits are taxed at 
fail corporate rates. 

Subsection (2) applies to loans to shareholders 


which are treated as deemed dividends except for the 
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instances referred to in the subsection. However, no 
dividend tax credit is permitted to individual share- 
holders, but upon the repayment of the loan, a deduction 
is permitted from income equal to the amount of the 
repayment. Moreover, this deduction is limited to the 
taxpayer's other income in that year only. In the case 
of corporate taxpayers, the deemed dividend will be taxed 
to the recipient corporation if it is paid out of 
Designated Surplus. If it is not paid out of Designated 
Surplus, the deemed dividend is received by the recipient 
corporation tax-free, but the amount is added to its 
undistributed income. The deemed dividend is not 
deductible from the undistributed income of the payer 
corporation. Subsequent repayment of the loan by the 
coiporation does not reduce its undistributed income. 

The foregoing examples of the marnyanomalies and 
inequities arise out of the attempt to collect a tax on 
the distribution of corporate earnings. No consistent 
principle is apparent in these complex provisions other 
than this attempt to collect such tax or to apply 
prohibitive tax rates to counteract the avoidance of the 


graduated rates of tax. 


Amount of tax collected 


We have estimated that the amount of tax actuall 
collected annually from Canadian resident individuals in 
respect of dividends received from Canadian corporations 
based upon the present rate structure and present pattern 
of distribution of corporate earnings is less than 


$50,000,000. Our estimate is based on the information 
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available for the most recent year, namely, the taxation 
year 1958, which is published in "1960 Taxation 
Statistics" prepared by the Department of National Revenue 
together with additional information obtained from other 
Government sources. 

The total amount of tax actually collected in 
respect of the special tax of 15% under Section 105 was 
$5,643,766 in the filing year 1959 as tabulated by the 
Department of National Revenue. There are no statistics 
available tabulating the taxes collected annually under 
Sections 105A, 105B and 105C. The special nature of these 
taxes is such that their application is erratic and 
unpredictable. We would, however, estimate that Sections 
105A, 105B and 105C are not likely to raise any significan 
amount of tax because of this limited application. 

We have not been able to ascertain the amount 
of tax collected on dividends paid out of Designated 
Surplus defined in Section 28(2) but in view of the 
prohibitive effective rate it is unlikely that any 


significant amount of tax has been collected. 


TAX LAWS OF OTHER COUNTRIES 
"Reference 3 - to study the comparable pro- 
visions of the tax laws of other countries.” 

We have studied in a general way the tax laws 
of some of the countries of comparable economic developmen 
to that of Canada with particular emphasis on those matter 
within the scope of the work of this Committee. 

In our survey of these laws we have found that 


although the problem of the taxation of corporate earnings 


exists in 


‘ 
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all these countries, the approach in each differs 


widely. To a large extent the differences are inherent 


approach has been further conditioned by the objectives 


I 
| 
| 
in the tax system which has evolved in each country. The | 
| 
| 


sought to 


by each of them. 


recognize 


be achieved by fiscal means from time to time 


The tax systems of the countries studied 

certain general principles: 

As All impose a tax on corporations as 
separate taxable entities; 

2. All impose a tax on the distribution of 
corporate earnings to individual shareholders; 

Rs Most acknowledge the special nature of cor- 
porate distributions of profits already sub+ 
ject to tax, and various tax concessions | 
are granted to individual shareholders; and 

4, Many grant incentives to encourage the 
distribution of corporate earnings, or 
impose penalties to discourage their undue 
accumulation. 


We illustrate the variety of the different 


approaches to the taxation of corporate distributions 


hereunder: 


i. In such countries as the United Kingdon, 
Australia, South Africa and Italy, a portio 
of the tax initially paid by the corporatio 
in respect of its profits is deemed to have 
been paid for the shareholder who applies 


the same against his personal tax, if any. 
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1 a. In France, there is found a combination of 
2 a withholding tax on dividends, plus a 

3 further tax, if applicable, at graduated 

4 rates. 

5 ce In some countries, dividends received by 

6 individual shareholders are to a greater 

7 or lesser extent excluded from the computa- 
8 ' tion of gross income. The deduction may be 
9 absolute as in the case of the $50 exemptio 
10 in the United States, or a percentage of 

11 dividends such as the 15% allowed in 

12 Finland. 

13 4, The United States grants an allowance against 
14 taxes of 4% of dividends received by indi- 
15 viduals over the $50 exemption previously 
16 mentioned. | 

17 5. In the United States and in the United 

18 Kingdom, there are special penalties for 

19 undue accumulation of surpluses by closely- 
20 held corporations. 

a 6. In some countries there are tax incentives 
53 for specific purposes. In West Germany, th 


basic corporate tax rate on retained profit 
is 51%, and on distributed profits it is 
15%. Similar incentives, but with more 
limited scope are found in Sweden and Franc 
At the same time other countries, such as 
Belgium, tax distributed profits ata 


higher rate than retained profits. 
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Since systems of taxation grow out of the 
history and economic and cultural development of each 
country, each is peculiar fo its own environment and 
peoples. While the broad general principles may be 
universal, hel candaian solution must be found in 


Canadian experience. 
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1 SUGGESTIONS FROM VARIOUS SOURCES 
RELATING TO DISTRIBUTIONS BY 

2 CANADIAN CORPORATIONS 

3 Many suggestions relating to the problems of 


4| distributions by Canadian corporations have been made 
5 recently by interested parties. We mention the principal 
6| Suggestions hereunder and indicate briefly why we were of 


7 the view that these suggestions did not provide a satis- 


gi factory solution to the problems referred to us under our 


giterms of reference. 

10 Exempt dividends received by Canadian 

11 resident persons from taxpaying Canadian 
12 resident corporations with compensation 
ee to the Revenue by an increase ¢ 1% or 

14 2% in the general corporate tax rate 

15 This suggestion would exempt shareholders 


16||;completely from tax on the dividend form of income, a 
17\\principle which the Committee could not support. Mertens ee 
18a general increase in corporate tax in lieu of any tax on 
19 dividends-has the undesirable effect of taxing earnings 

20 |Andiscriminately whether distributed or retained, and 
2ijincreasing the gap in the rates of taxation between the 


22\partnership and corporate forms of carrying on business. 


23\/¢ are also of the view that an increase in the general 
24\\corporate rate. of tax for the dea owa ler freeing dividends 
25 |\from tax is not desirable at this time. There is a substan- 
26 tial body of opinion, which we share, that believes that an 
27 |unduly high rate of tax on corporate profits has an adverse 
agiieffect on business expansion at home or on the position of 


29 ||\Canadian business in export markets, 
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Increase the dividend tax credit to 
approximate the higher (50%) corporate 
tax rate 


| 
| 
| 
| 
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The effect of this suggestion is the virtual 
abolition of tax on dividends without compensation to the 
Revenue. Furthermore, if the principle underlying the 
dividend tax credit is to reimburse the shareholder for 


corporate tax paid on earnings distributed, the credit 


should be related to the actual federal tax borne by the 
corporation. A flat rate of dividend tax credit of 
general application does not meet this test. The effective 
rate of corporation tax varies as between large and small 
corporations and as between corporations which do business 
in certain provinces levying their own corporate income 
taxes and in foreign countries and those who do not. 


Free Designated Surplus after a period 
of years 


This suggestion does not solve the particular 
problem created by Designated Surplus because it merely 
delays the removal of an undesirable feature of the present 
legislation. Reference has already been made to this 
matter in this Report. 

Impose a tax on the vendor of shares 
equal to his portion of Undistributed 
Income in certain circumstances 


The essence of this suggestion appears to be the 


taxation of undistributed income of a closely-held corpora- 


tion on any sale of its shares by a controlling shareholder 
to the extent of the undistributed income attributable to 
such shares. This carries the concept of Designated 
Surplus one step further than at present in that tax will 


be imposed even if there is no actual distribution. Under 


\e 
«< 
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1] the Designated Surplus provisions no tax is imposed until 
there is a distribution out of such surplus. This sugges- 
tion would impose a tax whether or not there is an actual 
distribution. Accordingly, there is a penalty on bona 
fide sales of shares in which the use of the fences 
own accumulated earnings to provide the purchase price is 
not a factor. 

; 5: ey 
Furthermore, there would be unwarranted discrimi- 
natory treatment as between investors in closely-held and 


in widely-held corporations as well as between controlling 


and minority shareholders. 


For the above reasons, we cannot support this 
suggestion. 


Tax the payer corporation at the rate 
of 15% on Designated Surplus which effec- 


tively disappears for tax purposes 


The principle of imposing a tax on the "disappear 


.ance' of surplus has already been accepted in Section 105C. 


18|This suggestion is an extension of this principle to Desig- 
19|mated Surplus and may solve that problem provided that 
20 || disappearance” can be effectively defined. However, while 
21 this suggestion permits distribution out of Designated 
22|Surplus in bona fide cases, the use of artificial devices 
to avoid designation is not prevented. 
Extend the principle of Section 105 
In view of the limited application of the electio 
rivilege under Section 105(1) and (2) to pay the special 
15% tax thereunder and the problems already described 
bove under the heading "Election to Pay 15% Tax," it has 
een suggested that any corporation, whether a subsidiary 


r not, be permitted at any time to elect to pay the specia 


wm 
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tax on any amount of its undistributed income including 
designated surplus. The effect of thus creating tax-paid 
undistributed income by the payment of the 15% tax would 
be to permit the capitalization of such tax-paid undistri- 
buted income and the subsequent distribution of all or 
part thereof without tax. 

As the present 20% dividend tax credit provision 
exempts a large proportion of individual shareholders of 
widely-held corporations, this suggestion would mainly 
benefit closely-held corporations and their shareholders. 

As the purpose of Section 1905 was to encourage 
final settlement of tax liability in respect of accumula- 
ting corporate earnings, varticularly of closely-held 
corporations, the Committee is of the opinion that the 
removal of the impediments mentioned previously in this 
Report would restore the usefulness of the legislation to 
that originally contemplated. 

For these reasons, in the opinion of the pare | 
this suggestion merits further consideration in the absence 
of the more far-reaching solution recommended by this 


Committee hereunder. 


RECOMMENDATIONS 
"Reference 4 - to recommend changes which 
may achieve greater simplicity and over- 
come any anomalies, inequities or deficiencies 
it finds in the present law without substan- 
tial loss of revenue. 
"Reference 5 - to recommend appropriate 
changes in the taxation of personal corpora- 


tions, in the light of recommendations made 
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1 under the previous paragraph; and 

2 "Reference 6 - in connection with the above 
3 subjects, to recommend any methods by which 
4 the income tax laws in question might be 

5 reformulated, in the national interest, so 
6 as to give greater encouragement to the 

7 Canadian ownership of Canadian industry." 

8 The Committee is of the opinion that a new 


g|| approach to the taxation of the distribution of corporate 
10|earnings is necessary and desirable. As has been 

11 Previously shown in this Report, the Revenue has not 
12|received substantial amounts from the present graduated 
13);rate structure applicable to dividends and the special 
14||\taxes under Sections 105, 105A, 105B and 105C. The 
15|\provisions made from time to time to ensure that the 


16|Revenue received such tax in due course have actually 


17 ||produced revenue of slightly in excess of $50,000,000 per 
igjannum. we feel that the ultimate cost to the Canadian 
19||tax-paying public of the administrative efforts to enforce 


20 these provisions have been out of proportion to the amount 


*3) 
Sy 


a1)iof taxes actually collected. We recognize that the enforce 


a2iment of existing tax laws cannot be relaxed on the grounds 


93\0f cost. However, it is obvious that in an attempt to 


24|icontrol avoidance, the law should not be permitted to 

25 become so complex that the cost of its administration is 
26 ealistic. 

27 The Committee is of the view that under the 

28 |present method of taxation, freedom and flexibility of 
29 lcorporate organizations have been unduly restrained for 


30 both widely-held and closely-held corporations without 


2 


3 


24 
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regard to the requirements of efficient business enter- 
prise. The special tax concessions made from time to time 
to reduce the impact of the graduated rates of taxation on 
corporate distributions have not provided an effective and 
continuing solution. 

The problem affects both closely-held and widely- 
held corporations, but in different ways. In the case of 
the closely-held corporations, the continued accumulation 
of earnings to which is attached a contingent tax liability 
at graduated rates poses a serious problem for the share- 
holders and their estates. The widely-held corporations 
are only concerned if they have one or more subsidiaries 
whose accumulated earnings are, or can become, designated. 
The shareholders of a widely-held public corporation whose 
shares are listed on a recognized stock exchange are in a 
different position from those in closely-held corporations 
because the listed shares may normally be sold without tax 
liability at a price which reflects their interest in the 
accumulated earnings. It might therefore be °'’aimed that 
any solution should differentiate between these two classes 
of corporations. Experience has shown, however, that any 
attempt to provide a satisfactory statutory definition of 
either of these broad groups has never been entirely 
successful. This follows from the variety and complexity 
of business organizations in which no all-inclusive defini- 
tions can equitably cover every situation. Therefore, we 
have attempted to find a solution which, in so far as 
possible, will meet the needs of both classes. 

The tests the Committee has set for itself in 


coming to a new approach are summarized as follows: 
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1 1. That any recommendation to be made should 

2 be as simple as possible from a technical point 
3 of view; 

4 2. That administrative ease and protection to 

5 the Revenue should be as great as possible; 

6) 3. That the proper and necessary retention of 

* earnings for use in the business should not be 

8 prevented; 

9 4, That the maximum distribution of corporate 
10 earnings, consistent with proper retention, 

11 should be encouraged; 

12 5. That any recommendation to be made should 

13 be directed towards encouraging greater Canadian 
14 ownership of Canadian industry; and 

15 6, That, consistent with the foregoing objec- 
16 tives, any recommendation to be made should be 
17 as equitable as possible. 

18 With these tests in mind, the Committee recommends 


19||that in lieu of the present complex provisions and rates, 
20 ||\there will be a uniform vate of a Shareholders Tax on 
21|\dividends of 15% withheld at the source, In. the event 
22\||that it is considered desirable as a matter of policy that 
23\|\the Shareholders Tax be increased on a limited progressive 
24\|\basis, we indicate the limits of such increased tax in 


25\order to maintain the effectiveness of our recommendations. 


26 ||;ie also recommend a distribution incentive allowance be 

27 |granted on an annual basis to certain Canadian corporations 
28 |for dividends paid to Canadians out of earnings after 
‘29|IDecember 31, 1960. 


30 The detailed recommendations and the explanations 
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thereunder are as follows: Shareholders Taxes 
1. All shareholders receiving from Canadian 


"taxable corporations’ (as presently defined 


in Section 38(2)) dividends, including “deemed 


dividends,” shall pay a Shareholders Tax of 
15% on the amount of such dividends, after 
deducting depletion allowances, if any, herein 
called "Canadian Dividends," and the payer 
corporation shall withhold therefrom the said 
tax and remit the same to the Receiver General 
of Canada on behalf of the shareholder. This 
tax is payable on the gross amount of Canadian 
Dividends without deduction for interest or 
other carrying charges. 

We believe that in principle a flat rate with- 
holding tax on corporate distributions is the practical 


answer to the problems under consideration by this Committe 


ecause corporate profits are now taxed at rates which are 
mot truly progressive but distributions of profit are 
subject to a second tax at steeply graduated personal rates 
t is inevitable in our view that shareholders will attempt 
0 avoid the full burden of the second tax. This applies 
Oo a greter or lesser degree to all corporations whether 
closely-held or widely-held. 

The theory of the progressive rates of tax must, 
n our opinion, be discarded or substantially modified for 
orporate distributions by both closely-held and widely- 
eld corporations in the interests of a sounder and more 
fficient and effective overall tax system in Canada. We 


ave outlined in this Report many of the anomalies and 
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1| inequities arising out of the present system of attempting 
2\| to marry the two opposite concepts of taxation, namely, 

3] the flat rate principle inherent in the taxation of 

4|| corporate earnings and the gra dmted rates applicable to 

5| the subsequent distribution of such earnings. 

6 The basic idea in this proposal is therefore to 
\ 7\| impose a flat withholding tax,and as such, is simple in 

8|| conception and application. It is self-evident that a 

g| withholding tax facilitates collection and offers greater 


10| protection to the Revenue. According to the most recent 


11| Statistics available, there appears to be some $150 million 
12\|0of dividend payments to persons who were not required to 

13) file returns or, being so required, failed to report such 
14) dividends. To the extent that any part of this amount 


15|\Should have been so reported for tax purposes, the with- 


16|holding tax will ensure more effective assessment and colle¢t- 
17 ||tion. 

18 We feel that the rate of Shareholders Tax should 
19||be fixed at 15%, because it has already been established 
20 |as a principal rate for corporate distributions under the 
21\|\special taxes already referred to and for the purpose of 


non-resident taxation. The uniform rate for residents 


and non-residents simplifies corporate administration. 
It is our view that if our recommendations are 
adopted, the tax avoidance practices reviewed in this 
eport would be substantially eliminated. As a consequence 
e recommend that the special taxes provided in Sections 
47(4), 105, 105A, 105B and 105C, and the Designated Surplus 
rovisions in Section 28, all be repealed and that Section 


30 1, which sets out’ the situations constituting deemed 
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dividends, be retained and expanded to cover benefits and 
loans in Section 8, and the disappearance of surpluses 


now subject to tax under Sections 105A, 105B and 105C. 


We have prepared a summary analysis of the principal 
sections in the Act affected by our recommendations, 
together with suggestions as to the changes required. 
This analysis appears as an Appendix annexed to this 
Report. 

Distribution of earnings to Canadian shareholders 
may be made in cash at a uniform tax cost so that the 
present graduated rates of tax on dividends, one of the 
chief causes for reluctance to distribute, are eliminated, 
subject to any modification of the Shareholders Tax 
mentioned hereunder. To the extent that a corporation 
aecues to declare a stock dividend, it may do so at any 
time provided that 85% of the total dividend is payable by 
the issue of shares and the balance of 15%, being the 
Shareholders Tax, is payable in cash and remitted to the 
Receiver General of Canada. 

The Shareholders Tax applies to the exempt 


i 
} 
1 
1 
{ 
| 


persons listed in Section 62 of the Act. It is the opinion 


of the Committee that generally no concession should be 

ade with respect to these persons having in mind the 
special tax treatment already enjoyed by them and the uni- 
ersal character of the proposed Shareholders Tax. However 
considering the continuing need to encourage charitable 
ctivities in the community, it may be desirable to grant 
efunds of Shareholders Tax to those entities described 

n Section 62(1)(e), (f) and (g). If the refund is 


xtended to these entities, we recommend that for non-profl 
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1|| corporations and trusts under paragraphs (f) and (g) the 


2 right to a refund be withdrawn if such corporation or 
3\trust holds more than a 10% interest in the corporation. 
4|\intercorporate dividends 

5 | 2. The Shareholders Tix of 15% shall be deemed 
6) to have been withheld in respect of any payment 

7 of a Canadian Dividend out of the shareholder's 

8 portion of the payer corporations tax-paid 

o| undistributed income as of the time of the 

10! payment of such dividend. Therefore, no further 
i1 withholding tax will be payable in respect of 

12 the amount of such dividend. Tax-paid undistri- 
13 buted income of a corporation shall mean the 

14 aggregate of the tax-paid undistributed income 

15 of the corporation as presently defined by 

16 Section 82(1){b) and net Canadian Dividends 

17 received, 

18 The Shareholders Tax applies to Canadian Dividend 
est by other ee corporations, but re-distributio 
goof such Canadian Dividends is not subject to a further 15% 
91 Withholding tax. The psa corporation will include 
92\such Canadian Dividends, less the 15% tax withheld, in its 
93 \vax-paid undistributed income. Therefore, the freedom from 
94 \bax of inter-corporate dividends is preserved to the extent 


g5\that the receiving corporation pays out such Canadian Divi- 
jends to its own shareholders. In such case, there is in 
ffect a prepayment of the 15% Shareholders Tax for the 
ltimate shareholder. This may tend to encourage more 


rompt re-distribution of such dividends. 
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Canadian Dividends otherwise exempot 


3. Canadian Dividends shall be excluded from 
the computation of taxable income of Canadian 
resident persons for income tax purposes. The 

dividend tax credit provided in Section 38 

shall be repealed. 

The Shareholders Tax of 15%, subject to possible 
modification thereof as indicated hereunder, is intended 
to be in full, complete and final settlement of tax liabi- 
lity in respect of corporate distributions by way of 
Canadian Dividends to Canadian resident shareholders. 

This has the effect of removing such dividends from the 


present graduated tax structure and of recognizing the 


special tax character of distributions of corporate 
earnings already subject to tax in the hands of the corpora 
2m The anomalies referred to above with respect to the 
effect of the present 20% tax credit will be removed. 
Refund or Tax Credit 
4. <A refund of Shareholders Tax of 15% of 
Canadian Dividends received by Canadian resident 
individuals shall be allowed to individuals 
having an aggregate of taxable income (as re- 
defined) and Canadian Dividends not exceeding 
$10,000; 

Alternatively, 
If it is considered desirable to maintain the 
present special privileged position of such 
individuals who because of the 20% Dividend Tax 
Credit have an additional credit against taxes 


on their other income, it would then be necessary 


3 


pe 


5 
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that the refund or tax credit referred to 
above be increased from 15% to 20%. However, 
in such case, the refund should be limited to 
the aggregate of Shareholders Tax and the tax 
otherwise payable in respect of taxable income 
(as re-defined). 
The Shareholders Tax is applicable to all 
Canadian Dividends paid. The effect would be to tax a 
large group of Canadian individual shareholders who are 
now wholly or partially exempted from tax by reason of 
the 20% Dividend Tax Credit. The 15% refund recommendation 


is designed to recognize in part the present ravouihie 
tax treatment for this group. We are of the view that no 
new tax burden should be imposed on this group which might 
have the effect, directly or indirectly, of discouraging 


them from continuing to invest or acquiring new investment — 


in Canadian industry. 

No refund will be made to the unincorporated 
entities described in Section 62 or their members, sub ject 
to our observations regarding charitable entities. 

The refund should not extend to trusts or enti- 
ties under Section 63 taxed as such but the individual 
eneficitary's right to a refund upon distribution will be 
reserved as if he had received the Canadian Dividend 
irectly. 

Therefore, the Committee feels justified in 
odifying its basic recommendation of a 15% flat Share- 
olders Tax by providing for a refund or tax credit of 
uch tax within certain income tax brackets. The taxable 


ncome bracket under $10,000 was chosen by the Committee 


29 


30 
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because of the existing situation. It should be noted 
that the present 20% credit applies only against taxes 
otherwise payable and no direct refund is permitted. Our 
recommendation contemplates an actual refund of the 15% 
tax withheld to the extent that there is not other tax 
payable. 

The Committee is not in favour of extending the 
refund or tax credit to the present rate of 20%. Such 
extension can only be justified on the ground that this 


additional tax advantage already exists. 


| Modification of Shareholders Tax 


5. If it is considered desirable to introduce 
a limited degree of progressiveness into our 
recommendations, the 15% Shareholders Tax 


might be modified as follows: 


BRACKET RATE 
(AGGREGATE OF TAXABLE ON PORTION OF “CANADIAN _ 
INCOME AS RE-DEFINED DIVIDEND CONTENT IN EACH 
PLUS CANADIAN DIVIDENDS) BRACKET" 

Under $10,000 Nil 

$10,000 to $25,000 15% 

$25,000 to $90,000 25% 

$90,000 to $400,000 30% 

Over $400,000 4os 


"Canadian Dividend Content in each Bracket” 
means the amount of Canadian Dividends in 
addition to taxable income (as re-defined), 

if any, in the bracket. 

15% of Canadian Dividends shall be withheld 

by the corporation as hereinbefore recommended 
and applied on account of the above tax and the 
remaining amount (if any), shall be paid by the 


shareholder, 
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We adhere to the basic principle that the Shnare- 
holders Tax should be fixed at a flat rate of 15%. How- 
ever, if it is considered desirable as a matter of policy 
to modify the flat rate to introduce a limited degree of 
| progressiveness, the above rates are the maximum rates 
i which we could recommend. If these rates are exceeded, 
the problems that our recommendations are designed to 
remove will continue. Even the above rates will invite, 
in some degree, resort to devices to avoid these taxes. 

We believe that it is preferable for. a system of tax to be 
introduced which would ensure actual collection of a 

fixed tax at source in a reasonable amount instead of a 
system which imposes a highly graduated tax in theory, 

but which fails to yield the expected revenue. The fore- 
going rates are also the maximum rates which can be justi- 
fied in the light of the present tax cost of corporate 


distributions under the methods now expressly condoned or 


encouraged by the Act. 

le emphasize that the 15% Shareholders Tax is a 
levy on the gross amount of dividends without deduction for 
interest or other carrying charges and, therefore, to this 
extent is not comparable to tax payable according to the 


present rate structure. However, if a limited degree of 


rogressiveness is to be introduced then it may be necessar 
to permit the deduction from Canadian Dividends of such 


interest or other carrying charges. 


29 


30 


6. The transfer of undistributed income between 


corporations shall be permitted within a 


reasonable time to be fixed with respect to 
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undistributed income at the end of the 1960 
taxation year on the basis of the present 
provisions of the Act to the extent applicable 
to such corporations on the date of the imple- 
mentation of these recommendaticns. 

Similarly, the right to elect to pay the 
special tax of 15% under Section 105 shall 
also be continued for such reasonable time 

to be fixed on the basis of the present provi- 
sions of the Act to the extent applicable on 
the date of the implementation of these 
recommendations. 

Distributions by cash dividend or otherwise 

of tax-paid undistributed income arising out 


of the application of the present provisions 


of the Act shall not be subject to further 
tax. 


The purpose of the transitional provisions is to 


enable corporations to review their position and to take th 

ecessary steps to make such adjustments as may be it 
on the present basis within) ¢ limited bameteoubetrasee, 
The effect of this recommendation is that any corporation 
hich is now in a position to receive tax-free dividends © 
rom another corporation with respect to surpluses accumula 
ed up to the end of the 1960 taxation year will continue 

o have this right for the Uimrenk arial period without 
eing subject to the 15% Shareholders Tax. 

Corporations which were entitled to elect to pay 

he special 15% tax in respect of any part of their 


distributed income will be permitted to do so for such 


os 
< 
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1] limited time. This recommendation for the continuance of 
2| the right to pay the Section 105 tax of 15% is necessary 
3|| only in the event that provision is made for an increase 

4|| in the rates of Shareholders Tax over 15%. 

5 The intent is to ensure that upon the implementa 
6| tion of these recommendations any vested rights under the 
7| present law shall be continued for a reasonable time and 

8) to prevent the new legislation from having any retroactive 


9| taxing effect. 


10) Withholding Tax on Non-Residents 


11 7. The Shareholders Tax withheld shall be 

12 deemed to be on account of the 15% non-resident 
13 tax under Section 106(1)(a) of the Act. 

14 A uniform withholding tax of 15% for residents 


15|}and non-residents results from these recommendations. In 


16|the case of non-residents no deductions from dividends will 


17||be allowed. One effect of such a universal application of 


18|\the withholding principle is that it will no longer be 


19 possible to avoid the payment of the 15% withholding tax 


20 in respect of dividends paid by Canadian corporations to 


21 \\isuch non-residents, 


22\Distribution Incentive Allowance 


23 8, As an incentive to certain Canadian taxable 
24 corporations to distribute their earnings to 

25 Canadian resident shareholders, a special tax 

26 abatement shall be allowed to such a corpora- 

fa 8 tion equal to a percentage of Canadian Dividends 
28 paid by it to them out of its earnings subsequent 
29 to December 31, 1960, (excluding Canadian Divi- 


30 dends and exempt income received and dividends 


~y 


oo 


K=) 
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or other distributions received uncer the 

transitional provisions). The rate of abate- 

ment shall be reviewed annually, with a 

suggested rate of 10% for 1961. 

Aside from necessary retention of corporate 
earnings for the purpose of business expansion and develop- 
ment, the directors of closely-held corporations are often 


discouraged from adopting a policy of maximum dividend 


disbursement because of the presently highly graduated tax 
rates applicable to individuals. While the Committee is 
of the opinion that its recommendations respecting the 15% 
Shareholders Tax will tend to solve this problem, some 


closely-held corporations may still postpone distribution. 


In the case of widely-held corporations, some direct 
advantage to the corporation itself may be necessary to 
encourage maximum distributions. Therefore, it would seem 
desirable for both closely-held and widely-neld Canadian 


corporations that an effective incentive to distribute 


should be granted in the form of the corporate tax abate- 
ment recommended. 

A corporation under this recommendation would be 
entitled to a tax refund in respect of any abatement to 
which it became entitled during a year in which it had no 
income tax to pay. As the abatement may be claimed only 
or payments to Canadian residents, no abatement will be 
llowed in respect of dividends paid to a non-resident 
shareholder. 

In the case of a Canadian addressee who is the 
gent of a non-resident, it is recommended that provision 


e made requiring the Canadian addressee to notify, in 
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11 prescribed form, the corporation that he is agent of a 

2\| non-resident, and if such agent fails to do so, he be 

3], Subjected to a penalty equal to 15% of the net dividend 

4] actually received after deduction of the 159 Shareholders 
AS For this purpose a non-resident-owned investment 

6| corpoiation will be deemed to be an agent for a non- 

7| resident. 

8 In the case of dividends paid out of tax-paid 

g| undistributed income to non-residents, it is recommended 
10 that Recommendations Nos. 2 and 7 be modified so that the 
11 15% Shareholders. Tax shall be payable. This is to prevent 
12; the benefit of the abatement provisions from flowing to 
13|)non-residents through one or more Canadian resident corpo- 
bal Patina It should be noted in this connection that if the 
15 corporation has moved undistributed income up under the 

16 | transitional pranuiadanten this would have been done on a 
17||\tax-free basis. 

18 The abatement provisions should be on an annual 
i9|/basis so that the amount of the allowance can be reviewed 
20 and adjusted, if necessary, for the degree of incentive 
21\\appropriate for each year. 

22 There are certain corporations for which no tax 
23\\incentive to distribute will be allowed. These are the 

94 |investment companies under Section 69 and the non-resident- 
25 |covmed investment corporations under Section 70. In addi- 


76 |tion, it will be necessary for provision to be made so that 


27 jany corporation whose principal business is that of invest- 


2g ment will not be entitled to abatement. 


ersonal Corporations 


pag 
| 

30. 9. In the light of the recommendations made 
| 
| 
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above, the provisions relating to personal | 
corporations shall be repealed. 

The new approach to the taxation of corporate | 
distributions will make the retention of the personal | 
corporation concept no longer necessary. Our recommenda- 
tions provide for a 15% withholding tax on all Canadian 
Dividends whether the shareholder is an individual or a 
corporation, Therefore, tates is no further tax to be 
paid in respect of such dividend. To the extent that the 
15% Shareholders Tax is modified for individual shareholder 
in certain brackets, the receipt of Canadian Dividends by 
an investment holding corporation can have the effect of 
postponing the payment of any additional Shareholders Tax. 
We are of the opinion that this possible effect does not 
justify the retention of the acknowledged highly artificial 
and complex provisions considered necessary for the enforcer 


ment of the personal corporation concept. 


With respect to income other than Canadian 
Dividends received by investment holding corporations, 
the corporate rates of tax will be payable and the distri- 
bution of the earnings will be subject to the Shareholders 
Tax. 

The repeal of Sections 67 and 68 should have 
effect for the taxation year commencing after the date of 
the implementation of the Committee's other recommendations 
and subsequent taxation years. Up to the commencement of 
such taxation year, as a transitional provision personal 
corporations under the present legislation shall continue 
to be treated as such so that their income will be deemed 


to be distributed and taxed to the shareholders on the last 


veuse 


1 


2 


3 


29 


30 


/ ANGUS, STONEHOUSE & CO. LTD, 
y TORONTO, ONTARIO 1222 


day of their current taxation year on the following basis. | 


Income, including dividends, received by the corporation 
before the implementation date will be taxed on tne same 
basis as under the present legislation. Income, including 
Canadian Dividends, received by the corporation. after the 
implementation date will be taxed in accordance with the 
new legislation. 

It is well known that the personal corporation 
provisions contain a large number of anomalies and inequi- 


ties which often lend themselves to many abuses. Thereforel, 


| this recommendation simplifies the Canadian Income Tax Act 


by removing another of the more( troublesome and complicated 


vrovisions.of. the Act. 


CONCLUSION 

Tne Summary of the Findings upon which this 
Committee has based its Recommendations and a Summary of 
the Recommendations themselves are set out at the beginning 
of this Report. 

In adopting a new approach to the taxation of 
corporate distributions we have proposed two basic concepts 
for the Canadian income tax system: first, a withholding 
tax on corporate distributions and second, an incentive 
allowance for distributions to Canadian residents. ‘We are 
of the belief that the implementation of our recommenda- 
tions will materially aid in the development of the Canadia 
economy. While it ais impossible to forecast with any 
degree of certainty the effect on the Revenue of any new 


system of taxation desimed to change the present pattern 


\s 
< 
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1| of corporate distributions, we are of the opinion that our 


2) recommendations can be implemented without substantial 


3), loss of revenue. 

4 RESPECTFULLY SUBMITTED, 

5 R. Bredin Stapells 

6 A, Emile Beauvais 

7 Harold P. Herington 

g| March 21, 1961 George T. Tamaki 

9 

10 APPENDIX 

11 SUMMARY OF PRINCIPAL SECTIONS AFFECTED BY 
RECOMMENDATIONS, TOGETHER WITH SUGGESTIONS 

12 AS TO CHANGES REQUIRED 

13 We set hereunder the principal sections of the 


14||\Income Tax Act which are affected by the recommendations of 
15|the Committee, together with some suggestions as to the 
16|Imature of the changes required: 


17\|\Section of Income 


Tax Act Suggested Change | 
18 
BAe tad {43 Exclude Canadian Dividends” to 
19 
be defined 
20 
6. (i/)) (4) Repeal 
21 , 
BofA Repeal and treat benefit as 
22 
deemed dividend under S. 81 
23 
8 (2) Repeal and treat benefit as 
24 
deemed dividend uncer S. 81 
25 
a (3) Repeal and transfer to S. 81 
26 
a 045 faa) Repeal - but add repayment to 
27 
corporation's tax-paid undis- 
28 
tributed income 
29 
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1|| Section of Income 


Tax Act . Suggested Change 
2 
“yy 42) Amend regulations to provide for 
3 
allowance in respect of ‘Cana- 
4 
dian Dividends" 
5 
gehen 6 a Amend to delete reference to 
6 
"personal corporation" 
: ; 
26 (2) Amend to add “Canadian Dividends” 
8 
to income of spouse 
9 
a8 (75 -(a) Repeal 
10 
. 2o (1) (e} Repeal 
11 
28 (2) Repeal 
12 
28 (3) Repeal 
13 
25 (4) Repeal 
14 
25 (5) Repeal 
15 
28 (6) Repeal 
16 
20. UT) Repeal 
17 
28 (8) Repeal 
18 
23 (9a) Repeal 
19 
23 (9b) Repeal 
20 
23 (11) Retain but extend to reduce loss, 
21 
if any, on securities by Cana- 
32 
dian Dividends received in 
23 
respect thereof 
24 
23 (12) Repeal 
25 
be. 32 (3) Amend to provide for addition of 
be ‘Canadian Dividends” to income 
of dependant 
28 
OAD} Repeal 
29 
coe e Repeal 
a (2) . p 
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Tax Act Suggested Change 
38 (3) Repeal 
38 (4) Repeal 
A7 (4) Amend to exclude ‘Canadian 
Dividends ' 
62 (2) (2) Amend to include net "Canadian 


Dividends' in income 

62 (3) (eg) Amend to include net “Canadian 
Dividends’ in income 

63 (11) Repeal and substitute provision 
confirming refund or additional 
tax, as the case may be, for 
Canadian Dividends received 
from a trust or estate 

65 Amend to exclude payments of 


"Canadian Dividends” 


67 Repeal 
68 Repeal 
79 (6a) Repeal 
79 (6b) Repeal 
81 Amend to add to deemed dividend 


provisions, situations 
presently covered by Sections 
S(1), 802) 5.603)... LOSA, .205R 
and 105C 

81 (5) Amend to extend to S. 8, "deemed 


distributions” 
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1) Section of Income 
Lax ee 
4 aba 
hn Come) bay (20) 
3 | 
4) 
! 
5 
| 
6) 
7 
8 
9 
| 32 (6) 
10) 
| 
11) 
LO 
12] 
13 | 
14/ 
15| 
105A 
16| 
1956 
17 
195C 
18 
TaN 
19 
20 | 
UG he) 
21) 
22 
139) (2). (a) 
23 
24 
139 (1) (ad) 
25 
139 (1) (au) 
26 
27 
39. (1). (oa) 
29 
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Suggested Change 


Amend to reduce deduction of 
capital loss in respect of 
shares to amount of ‘Canadian 
Dividends" received so as to 
prevent such loss from being 
applied against purchasing 
company's undistributed income 

Amend to provide for discontinuance 
of personal corporation status 

Repeal, and substitute new Part II 
incorporating provisions rela- 
ting to Shareholders Tax and 
Abatement Allowance 

Repeal 

Repeal 

Repeal 

Amend to delete reference to “per- 
sonal corporations" 

Amend to add "Canadian Dividends” 
to income of pene 

Amend to exclude reference to 
Sve8(2) 

Repeal 

Amend to extend to inter-corporate 
dividends 

Amend to include Shareholders Tax 
and to delete reference to present 


Parts Il, IIA, IES and. fart ae 
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TORONTO, ONTARIO Toronto, Ontar io, 1228 
Thursday, 
1 May 9th, 1963. 


ANGUS, STONEHOUSE & CO. LTD. | 
| 

2 --- On commencing at 9.30 a.m. 

3 THE CHAIRMAN: Mr. Secretary, are we now ready 


4] to proceed? 


5 THE SECRETARY: All ready, sir. 
6 THE CHAIRMAN: Would you introduce our visitors 
7Jito us? 

> g THE SECRETARY: Mr. Chairman, Commissioners, 


9] this morning we have with us officers of the United 


10 Electrical, Radio and Machine Workers of America. Mr. 


111/C.S. Jackson is President. He is here this morning to 


 : are to their brief. He will introduce his colleagues. 
13| I would like to enter into the record, as Exhibit 
14|\No. 56, the brief submitted by the United Electrical, 

15) Radio and Machine Workers of America. 

16 


17||--- EXHIBIT NO. 56: Submission of United Electrical, 
Radio and Machine Workers of America. 


18 
19 
SUBMISSION OF UNITED ELECTRICAL, RADIO AND 
20 
MACHINE WORKERS OF AMERICA 
21 


Appearances: C.S. Jackson, President 
22 E. Adams 
Ray Peters 

THE CHAIRMAN: Thank you, Mr. Secretary. Good 
morning, Mr. Jackson, gentlemen. Thank you for your very 
complete and detailed submission. It is one of the most 
detailed we have so far received. This caused us to do a 
considerable amount of work, I am pleased to say, and we 


wish to ask questions and to examine on it. To do justice 


to your brief, we have prepared a number of questions. 
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1 Yhat's more, we have asked our legal adviser to be here to 
2| ask some questions. Sometimes he does, sometimes he 
3| doesn't. It depends on what we have before us; how much 


4| there is to do. We thought this time it might be a good 


5; time to have him here and to ask some of the questions. 
We, of course, will reserve some for ourselves. 
7| Mr. Jackson, it is our custom not to ask the 


participants to read the submission to:us, but to speak 


(o/6) 


gito it. If you wish to summarize it, you may do so, or 

10 to do what you please, but I would appreciate ‘our intro- 
a laiceiee your colleagues, lr. Jackson, and please continue 
12)|to remain seated if it suits you. 

13 MR, JACKSON: Thank you, Mr. Chairman. On my 


' 
i4|jieft is Mr. Ray Peters, member of the National Executive 


15|Board of our Union. On my right is Mr. Adams, who is 


16|\consulting economist to the Research Department of our 


17 ||Union. 

18 I appreciate the fact that the Commission have 
19looked over this brief. Thank you for your kind words. 
20 |\1 would like to make a few observations and probably even 


21)in a synoptic way underscore the main aspects of our brief. 


22 In the first place, we are a trade union, as you 


23\\know. «Je represent, in the main, the workers of the elec- 

24\\trical industry concentrated, by and large, in the Province 
‘ 95jof Ontario. The concern of the Union, naturally, is the 

26 Question of the living standards, income protection of its 

27 members, and within the framework of that, naturally we 

28 are concerned not only about the gross income but the net 


29 ispendable income of our people. 


re Likewise, we are quite concerned about the job 
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1] opportunities and security of our people and it is in that 


2 
3 


29 


30 


respect that we were instructed by our last convention to 
prepare a brief to present to this Commission to bring 
forward the problems of the working people, not only in 
our industry, because we are interrelated in our problems 
as working people, and to present our views as expressed 
at different times in previous conventions, probably in a 
different form than we nave presented here today, but, 
nevertheless, having the same end result: that of providing 
at least a standard of health and decency for the working 
families, and to make some contribution to the employment 
situation, 


Our membership, from time to time, have stressed 


what they consider is the inequality of the burden of 


taxation and from time to time have proposed various 


types of deductions the working family should be allowed, 


jand eontrasted it to the types of deductions that are 


permitted for incorporations. In particular, they have 


raised the question of being relieved, through deduction, 


of the burden of mortgages and interest, property taxation 
and looking at the way in which corporations report and 
set up their deductions; the question of transportation, 
the question of tools and various types of clothing. 

In our approach to this brief, we have not 
chosen to move in those specific directions, but we did 
arrive at the same result by a different route, that of 
relieving the working families of the heavy -burden of 
taxation that is imposed on them and which, as we say, 
contributes to both reducing the living standards of most 


of the people in the country and, by the same token, 
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1|| reducing the consumption demand in the country. 


2 We have done some research work as to the 


impact of taxation on a working family, taking as our 


w 


example an average worker in our industry and we find 


ee 


that the impact on the family where there i3 one income 


wm 


runs around 26.8% taxation. For a one-and-a-half income 


nr 


family, 29.4 = and this is without including unemployment 


wy 


insurance and the Ontario Hospital Services charge - and 


co 


Vo) 


we came up with a budget for the average worker in this 
10|industry of $4,154 for the single income family and for 

11|\ the one-and-a-half income family, $5,749. 

12 ie related those, without taking into accorvnt the 
13)impact of taxation; what would be considered as a level of 
14||\poverty, of deprivation, in this country. ‘We have no statis- 
15|\tics at the moment, other than to refer to statistics 
16|\available in the United States and in a report in 1962 

17 from ir, Leon Kyserling through the Conference of Economic 
1giirogress. lr. Kyserling comes up with a formulation of a 
19\\jpoverty level being anything under $4,000 a year income. 
20||The second level which he has set out as a deprivation leve 
qi \twould be between $4,000 and $6,000 a year. 

22 He has a third category which he classifies as 


. comfort which would be some $6,000 to 


$7,500 a year. We are just drawing the attention of the 
Commission to the fact that prior to our taking into accoun 
what is left after the impact of daedt tod the average 
yorker in this industry, which compares probably with the 
nanufacturing industry, is in that area of either 


overty or deprivation and, therefore, the necessity of 


elieving the tax burden on these people becomes quite vita 
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1| for the welfare of the families and, by the same token, 
2| for the welfare of the nation. 

3 In Canada, it would appear there are roughly 
4] one million families that are at the level of $3,500 or 
5 lower, so we are speaking for quite a broad section of 
6 the people when we are talking about a level of $4,150 
7| for a single-income family. 

8 In drafting up our position, we have tried to 
g|make it clear that our concern is for the establishment 
190 0f a minimum level of income for a family, a spendable 
11 income, and in arriving at that situation there would be 
12 set loose a considerable injection into the consumption 


stream which, as we see it, would be 100% in its effect 


on consumption demand and would find its reflection in 
increased employment. 

In attempting to work out a ratio between 
increased consumption demand and employment, we have 
struck a figure of roughly $7,500 in consumption demand, 
equating to one job, and the proposition we have made 
for relieving taxation would add up to creating roughly 
130,000 new jobs. wWe consider this as a very conservative 
estimate because we have not introduced any multiplier into 
this picture, althoughthere are other authorities which 
consider a multiplier of two to one. 
In particular, we refer to a study of the Univer- 
sity of Michigan that they undertook which considers that 
he multiplier of two to one is not excessive. 
28 We are concerned about the unemployment situation 


29 this country which affects our people in one degree or 


nother and therefore we think that the Commission, within 


ee 


1 


2 


3 
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its terms of reference, also has this side of the question 
to look at and that it is necessary, therefore, to view 
the taxation question first in terms of its effect on 
living standards. Secondly, in terms of the effect on 
employment. 

It is our considered opinion, and we have quoted 
a few authorities in support of it, that the total corpora- 
tion tax Bpassed on through pricing to the consumer. The 
argument, by and large, flows from the existence of near 
monopolistic conditions in industry in Canada, and that 


they are quite able to pass on the full impact of corporate 


taxation, and that, if so, they are establishing a price 
which permits, or includes, the corporation taxation of 
other smaller corporations. | 

We have dealt with the loopholes that we see in 
the tax situation today; the tax havens that are available, 
and we, therefore, propose as a means of covering up these | 
loopnoles, we propose a capital gains tax. This would also 
include undistributed profits. 

we believe that with an initial reduction of the 
sales tax to 2%, with the elimination of the. federal 


excise taxes and with capital gains tax, as we propose, 


that this opens the way to move in the direction of total 
elimination of all sales taxes and corporation taxation 
which will be applied, based on an ability to pay all incre- 
ents in wealth above minimum requirements for minimum 
iving standards, and this, we believe, would point the way 
or a substantial improvement in the development of the 

wl we 


We would like to add one point to our brief, and 
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that is regarding dividends and the earnings received or 


accruing to persons resident outside the country. In 


approaching this question, we would consider that a corpora 


tion outside the country receiving dividends, and/or 
interest, we would suggest should be considered as a 
person and that the taxation should be collected by the 
‘company declaring the dividend, paying the interest, and 
‘should be applied on the basis of the individual rate on 
taxation, in line with the scale that we have proposed in 
our brief so that a corporation taking out one million 


dollars in dividends would become taxed as an individual 


having an income of one million dollars and would be taxed 


on the appropriate rate in the scale, 

We woulg consider that undistributed profits, 
likewise, should be part of that calculation of income 
for persons received outside the country. 

I think that that, in the main, is just a 
refresher, so to speak, for myself, for the Commission. 
Those are the main points we want to just make at this 
stage. 

THE CHAIRMAN: Thank you, Mr. Jackson. Before 
we proceed to a detailed examination, which I would like 
to do this morning, might I ask you one question which 
| just comes to mind from your words? You have referred to 
two, I think, U.S. studies; at least one, because there 
was no similar Canadian study. 

Just how do we equate U.S. figures to Canadian 
figures? Do you think living costs in the States are 
roughiy comparable to those in Canada? 


MR. JACKSON: The studies did not disclose too 


weust 


1 


2 


29 


30 


oe 
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great a difference. If we take an American city of 


comparable position in the country, and a Canadian city 


having comparable position in this country, it is not too 


great. I would say at the most, if we look at living 


standards equally, first of all, the $4,000 that we 


referred 


to was the 1962 figure. I would think that the 


$4,000 figure in the United States today would pretty well | 


equal the $4,000 figure here. There might be a slight 


reduction. It was a 1960 figure, pardon me. It was 


published in 1962. 


THE CHAIRMAN: Mr. Stewart, might we ask ~ 


to proceed with a few questions? 


qucstions 


with some 
statement 
may be to 
ch ore, 


couple of 


MR. STEWART: Yes, lir. Chairman. 

THE CHAIRMAN: Mr. Jackson, you will direct our 

to whomsoever you wish to reply, as we go along. 
MR. STEVART: Mr. Jackson, I will plan to deal 

of the points that you raised in your preliminary] 
as we go along here. I think the simplest course 
refer to some parts of your brief, more or less 
and starting on page 1 I would like to as you a 
questions arising out of paragraph 2. 


In paragraph 2 you set out what we might call ~ 


four functions of government, the fourth of which is the 


promotion of economic development and growth. Now, I 


wonder if 


you could briefly indicate what you consider 


he function of government under that particular heading 


to be? 


Adams. 


HR. JACKSON: I will refer that question to If. 


liR. ADAMS: ‘ell, the discussiors that we have 
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had in the Union on this general subject run something 


2\| like this: that the welfare of the people of the country 
41.45; (in the last analysis, the main responsibility of the 

4| Government; in the last analysis the senior Government, 

sj and that if economic conditions develop to the point where 
6| the welfare of the poeple is being jeopardized by 12ck of 


| 


7| demand or lack of development capital in a particular area, 


g|| or large pockets of pretty permanent unemployment, that it 
9 is the responsibility of the Government to do something 


10 about it. 


11) What you do depends on the particular time and 
12 particular circumstances, naturally. I think that the 
13) ¢hinking of the Union in this particular formulation, 

Oo tate of economic development and growth, was mainly 


15 not the generally espoused conception of using monetary 


i6|and fiscal policy, but more direct intervention in the 


17 ;economy to do things that are needed. 


30 


2 


3 
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The Union, for example, has gone on record in 
previous briefs to the Government that on the important 
question of substituting Canadian manufacture of parts and 
components now imported from the States mainly, that if 
other methods, indirect methods, of stimulation do not 


seem to do the trick, then the Government should go as 


far as setting up a Crown corporation to do a particular 
job. That is the kind of thing that I think was envisaged 
in this formulation here. I do not know whether that 
answers your question fully or whether Mr. Jackson would 
like to amplify it, but that is my understanding. 

MR. STEVART: You envisage, in that regard, 
very real intervention of government in the economic life 
of the country? 

MR. ADAMS: When it becomes necessary. 

MR. JACKSON: By and large, we would assume the 
question of economic development should be handled rather 
through borrowing than through the use of taxation revenue. 

MR. STEWART: That was going to be my next 
question, Mr. Jackson. I was not quite clear from your 
parasraph 2, and I-thought perhaps you could enlighten us 
on this. Why do you think this type of government activity 
Should be financed by borrowing rather than current revenue 

IIR. JACKSON: When we look at the revenue situa- 
tion today and the needs of the people of the country and 
the way in which the revenue is expended, it is our view 
that the amount that is set aside for social security is 
quite inadequate for the needs of the people of today. 

We have a strong position which is a position of 


long-standing in this Union that there is a disproportionat 
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amount of revenue allocated to defence expenditures. We 
do not believe that they are necessitated by the role that 
Canada plays in the political situation in the world today. 
We feel that a transfer of those expenditures from the 
defence budget to the social security in particular, and 
in meeting the requirements of minimum living standards 

in the country have priority. 

MR. STEWART: Well then, it comes down to this: 
I take it that in your opinion the current revenues will 
do no more than finance the first three functions that 
you refer to here, and therefore the financing of the 
fourth must come out of borrowing? 

MR, JACKSON: We would say, by and large, that 
should be the case, although depending on the urgency of 
the situation, of our political aspect, of the economy at 
a given time, that the Government should be vrepared to 
move into this field. 

These are not new fields. We have the example 
of Polymer, for instance, which happens to be quite a 
lucrative undertaking on the part of the Government. 
Because of our strong belief in the necessity of develop- 
ment of secondary industry in this country, and the fact 
that secondary industry to the extent it is developed in 
this country is owned, by and large, outside of the 
country, it might be necessary from time to time for the 
Government to move into this field in order to ensure the 
adequate development of secondary industry to provide 
necessary employment in this country. 

MR, STEWART: Might I ask you this: I was 


irather intrigued by a statement which is made on page 55 
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1| Of your brief, and this is buried in paragraph 102, sub- 

g| Paragraph 3, where you indicate that: "should private 

3) investment fail to flow into the most needed places it is 

4| always possible for government to channel part of the 

5| Savings of the community in the desired direction." 

6 Now, is there any connection between that state- 
7;ment and the paragraph we are discussing now, and in parti- 


gi cular the promotion of economic development and growth by 


g| the Government? 

10 MR. ADAMS: Yes, there is a very direct connec- 

11 tion. 

12 MR. STEWART: Would you enlarge on that, please? 
13) MR. ADAMS: Well, I think the example I gave is 


14/2 good one, If, in the attempt to stimulate production 


15 of parts, say, in Canada that are now imported, other 


16 incentives and stimulants fail, the Union believes that 
17 it would be proper ina given set of circumstances for 
18 the Government to set up a Crown corporation to do the 
19|| Job. 
20 If the Government has to borrow the money to do 
qi it, they will, in fact, be channelling part of the savings 
22 of the community into a particular desired project. 
23 MR. STEWART: In other words, they borrow from 
the private sector of the economy for expansion of the 
public? You nodded. I think you agree with that state- 
ment ? 

MR. ADAMS: Yes, yes. 

MR. STEWART: This would seem to indicate that 
your general approach is that the function of government 


in this country is likely to increase and that the revenues 
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1| which governments will require will constitute an increasin 
2)| proportion of our national income. 

3| MR, JACKSON: Yes. 

4 MR. ADAMS: Not necessarily an increasing propor- 
5 tion. If the national income develops and expands it might 


6 be the same proportion but would produce very much bigger 


7 government revenues. 
8 MR.,STEWART: I notice on page 2 of the brief 
giyou say in paragraph 4(b) that part of your fundamental 


10|| tax philosophy is that all taxes are ultimately paid by 
11) people and come out of the current production of society. 
12 Your general approach, however, would be that 
13) taxes in the aggregate are or are not likely to increase 
14)as time goes on? 


15 MR, JACKSON: You are speaking about the percen- | 


16) tage or are you speaking about the gross amount? 

| 
17 MR, STEWART: I think it would be clearer to keep 
1g|ithis on a percentage basis. 


19] MR. JACKSON: It does not necessarily follow 


20|\that the increase will be a percentage increase. We have 
21\|set out a mode of taxation which in our opinion applied 
22\|\regardiess of the level of the G.N.P. would meet the 
23\\requirements of government responsibility to its Seuowe 

94 MR. STEWART: On page 3 of the brief in paragraph 
25/6 you give-a suggested breakdown of the taxpayer's dollar 
26 \}\in Canada for 1959. You indicate how that dollar may be 

27 |considered to be allocated. 

28 | Have you any comparable study as regards the 
29\ibenefits which members of your Union receive from the 


30 | qifferent levels of government in this country? 


» * nous emernendage 1241 
1 MR. JACKSON: I am not sure I know exactly what 
2) your point is. What are you speaking about in terms of 
3] benefits? 
4 MR, STEWART: Well, I am thinking of the average 
5| Canadian individual. Is there any method that you know of 
6| for assessing or valuing what he receives in services 
7 otherwise from the Government? 
8 MR, JACKSON: What we have set out here is what 
giwe see is the way in which the benefits of taxation are 
10| distributed. If you want to use the term "benefits." 
11) Cur people, all of the people in Canada, are represented 
12in these statistics. Right? I do not quite get yet the 
13)aquestion you are raising because when you speak of bene-~ 
14)\fits to people who are union people, are you confining 


1sSiyourself to the benefits flowing from government expendi- 


16 || ture? 
17 MR. STEWART: Yes. 
18 MR. JACKSON: Well, I find myself still quite 


19|uncertain of the point you are trying to get at. 


20 MR, STEWART: I think I would put it this way, 


2iliir. Jackson: you indicate here what the taxpayer dollar 

22\\1s sed for. You indicate, at a somewhat later’ stage in 

23\\your brief, what a typical budget for an-electrical worker 

Q4iiand his family may be. Now, would you consider that basi- 
' 9siically we all, as Canadian individuals, benefit. more or 

26\Less equally from the services which government provides? 

27 MR. JACKSON: Government administration; it 

28 IWwwould be very difficult to section that up in terms of 

29 one group of people as against another, It is rather 


30 difficult, I would think. 
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1 We have pointed out that the social security 

2\| aspect, for instance, which conveys such a direct berefit, 
3 measurable benefits, if you will, in our opinion is an 

4| inadequate portion of the budget. 

5 By and l~ge, because of this Taxation Commission, 


6| we have approached the question of achieving the minimum 


7 standard of decency and health for the people on the basis 
gj of relief of the taxation burden. 

9 THE CHAIRMAN: Might I say one group appearing 

19| before us suggested that a study should be made as to where 
11 Social security and other government benefits accrued to 

12 the different classes of people in Canada. You have 

13 quoted the study by Goffman to us, and Tethink what. he. 


y4|really meant was a similar study to that dealing with what 


15 flows out of government rather than what flows in. We do 


16|mot know of such a study, and I do not think one has been 


y7\made, and, of course, we ask you if you do kmow one or if 
1g (you contemplate one yourselves? 
19 | MR. JACKSON: Frankly, we are no more knowledge- 


20 able than you. 


1 MR. ADAMS: Ye would like to see one. 
2 THE CHAIRMAN: Thank you. 
23 MR. JACKSON: The question of relating tax bene- 


24 fits, which I gather is implicit in what Mr. Stewart is 

95 raising - 1 dep nnsnts know whether he is raising the question 
76 |that the one who pays should receive the benefits or 

27 whether the benefits flow out of necessity and obligation 
ag jof government regardless of who pays it. 

29 MR. STEWART: I was just trying to get your 


39 general reaction to this, and I am going to come back to 
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the point at a somewhat later stage. 


If I can pass on for the moment to page 6 of 
3) your submission; you are dealing there with the effect of 
4a reduction of overall tax »urden. You say at the bottom 
5|0f page 6 that the shift of each one million dollars of 


i 


6| tax burden off workers will create about 133 jobs. 


7 Now, if what you are doing in this connection 
gis shifting one million dollars from the public sector 
gto the private sector, will the advantage to which you 
10|\refer, or the possible advantage to which you refer, not 
11) be compensated at least to some extent by the loss of the 
12|\benefits resulting from that expenditure in the public 
13) sector? 

14 MR, JACKSON: No. We are arguing that in the 
15||first place revenue is not changed. It is a matter of 


16\the distribution of that revenue, the expenditure of that 


17 |revenue. 
18 We say by relieving the tax Burden on a working 
19|\family, that the working family will spend 100% of that 
gq ||relief that would go into the consumption stream and 
g1\|\create demand, and in this way will provide jobs. 


22 That is not true if you relieve taxation on 


large incomes. The relief does not show up in terms of 
increased expenditure, necessarily. 

IIR, STEWART: It may turn up in part in increased 
savings. 

MR. JACKSON: And the question is: to what use 
are the savings put in the interests of the mass of the 
people? 

THE CHAIRMAN: I do not think what is in here 
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1| contemplates a shift from one taxpayer to the other to 


2\| any great extent. ‘Jhat I would deem as apparent in that 
3| paragraph is, in fact, a change or a reduction in expendi 
4 ture by the Government and a reduction in taxation. 


5| Should that be the case I would think one would offset 


6 the other. 


7 MR. JACKSON: No, we are dealing here with a 


g| summary which is developed in terms of arguments I draw, 

gi and we are speaking of a shift in the taxation burden from 
10) one group of people to another. 

11! COMMISSIONER PERRY: I think in that case, then, 
12) counsel's question is all the more relevant. Generally, 
13;e@conomists think of the role of the bucget in terms. of 

14) its net contribution to consumption,and attempt to achieve | 
15| that through increasing the deficit. As I see your 


16\\revenue estimates, there would be no change in the balance 


17|0f the budget. In fact, you come out a little bit ahead 
igon the revenue side so the deficit would be decreased. 


19 What you are saying, ineffect, is that the tax | 


29||\reductions that you propose represent totally or ‘ould 
g1|\create in total new consumption expenditure: that the way | 
ashi heh this money is now being spent creates no consump- 

93ition expenditure. I find this hard to follow, particularly 
24|\hen you think of military expenditure where a good deal of 


@siiit is going out to servicemen and their families. 


26 I think, to support your. proposition, you will 

a7 have to establish that the way in which government spends 
2g ithis money now - and we are talking basically about collec- 
2 ition of revenues to be spent by government - the way in 


30 which this money is now spent by government has no net 
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1| effect on consumption, and I find this very difficult to 
2|| accept. 

3 MR. JACKSON: We are not arguing it has no 

4| effect. We are arguing --- 

5 COMMISSIONER PERRY: i/ith deference, I say you 
6| are. You say the whole amount, the whole 975 million 

7\| would result in an increase in consumption. 

8 MR, JACKSON: That is true. 

9 COMMISSIONER PERRY: You are saying there is no 
10| net effect on consumption from present expenditures. 

ul MR. JACKSON: We are saying that the whole 975 
12\ million would constitute increased consumption demand 
13) because the relief happens to be on those incomes where 
14) they are not neeting all of the needs of minimum health 
15|| and decency; therefore, any relief immediately constitutes 
16||\increased consumption demand on the part of the people. 

17 COMMISSIONER PERRY: You are saying none of this 
18/3975 million is being spent on consumption now. 

19 iiR. JACKSON: That is right. 

20 COMMISSIONER PERRY: This’ is quite difficult for 


2ijlime to accept. 


Zz IIR, JACKSON: We are saying a small proportion 


23)}0of it is being spent, if any. We are robbing the consumption 


24|istream of that amount according to our position. 


ie COMMISSIONER PERRY: We have established the 
26ipoint, and I find it very difficult to accept myself. 
27 MR. JACKSON: We also refer you to the fact that 
28 |in Canada today we are operating under far less than 100% 
29\of utilization of capacity. ‘Je have a half-million 


30 unemployed in the country. Obviously, there is a laci of 
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1] consumer demand to provide production demand to employ 


2|| those people and use that capacity. 


| 
| 
| 
| 
| 
| 
3 _ COMMISSIONER PERRY: If you were arguing for ; 
4] an increase in the federal budget deficit of this amount, 


5| I could easily follow you. ‘However, let us go on from thi 


6| point. I just wanted to make sure that I understood your 


7\| proposition. 


8 
9 


10 
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I would like to move on to page 8, if I may. 
In paragraph 12 on that page you refer to the average wage 
for the electrical industry in 1961, and you take that 
average as $3,986.00. I take it that when we are 
considering average wages in this connection we take the 
average of the male and female workers in the industry? 

MR. JACKSON: It is the average for the industry 

MR. STEWART: It includes males and females. 
There is some differential in between wages of males and 
wages of females? 

MR. JACKSON: That is right. 

MR, STEWART: For purposes of clarification, whe 


you use in your examples a family income at the bottom 


| of the page, a man working full time in the industry, in 


fact, an average man in the industry would have a higher 
income per month? 

MR. JACKSON: We agree that the average does 
include females. We would suggest, however, if we used 
the straight male figure that the conclusions we draw 


wouldn't be fundamentally different. Secondly, there are 


| many females working today who are supporting dependents 
| 
and, therefore, have the same expenditure problems as 
males who are working. In that sense I don't think that 
point destroys the substance of our argument. 

MR, STEWART: I wasn't suggesting that at the 
moment. Are there figures which indicate what the male 


average is and what the female average is? 


MR. JACKSON: There are figures. 


MR. STEWART: Could you give us an approximation? 


30 MR. JACKSON: They are not monthly figures. They 
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MR. STEWART: Just as a matter of curiosity, 
what would they be approximately? 

MR. JACKSON: I would say the average differen- 
tial would be between 20 any 25 cents an hour. 

MR. STEWART: 20 and 25 cents an hour? 

MR. JACKSON: 20 and 25 cents an hour. 

MR. STEWART: Can you relate that to this figure 
of $3,986.00? What would the male corresponding figure 
| be and what would the female corresponding figure be? 


MR. JACKSON: A difference of $500.00 or 


$600.00, possibly. 


MR. STEWART: Now, I would like to go over to 


page 15, paragraph 23, where you talk about income re- 


| distribution in relation to social security expenditures. 
In sub-paragraph B you say this: 

"The greater part of Government interest 
charges, amounting to about half the social 
security total, goes back to the wealthy, 
either directly or through the institutions 
that — own". 

Well now, this expression "wealthy", I 
would like to explore a little bit. Would this include, 
for example, the people who subscribe for Canada Savings 
Bonds? Would it include the insurance companies which 
buy Government bonds? Would it include the pension funds 
which buy Government bonds? Would it include the non- 
residents who buy Government bonds of one kind or another? 


MR. JACKSON: It would certainly include non- 


QO. A 
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residents. I don't think you would find a very great 
proportion of the national debt or interest charges 
accruing to working people, and certainly not in the 
budget area we are talking about, $6,000.00 for a family 
unit. 

MR. STEWART: You have accepted my suggestion 
about non-residents, but would you also agree that these 
interest recipients do include Canadian Savings Bond 
owners, pension funds and insurance companies and similar 
institutions? 

MR. JACKSON: They are included, but are they 


sufficiently part of the whole to undermine the validity 


| of our general statement? 


MR. STEWART: Well now, Mr. Jackson... 

MR, JACKSON: The holdings in terms of working 
people with incomes of $6,000.00 a family unit. 

MR. STEWART: Your basic point here is that the 
reople who, perhaps, I might say you represent, the 
members of your particular Union... 

MR. JACKSON: We go beyond that. 

MR. STEWART: Are unlikely to be substantial 
recipients of interest. 

MR, JACKSON: Not an important proportion of the 
total debt, I would say, yes, very small proportion. I 
would go further and say we are not arguing only for the 
20,000 members of our union, but we are taking this 
position for the whole of the working people of the 
country. 

THE CHAIRMAN: Might I ask if the wealthy are 


anyone earning more than $6,000.00? 
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1 MR. JACKSON: I wouldn't say any more than 


2| $6,000.00. We say $6,000.00 is the minimum income for 
3| the family unit. 

4 THE CHAIRMAN: I am curious philosophically as 
to what you mean by wealthy. I find there are very 
few tremendous incomes in Canada as there are in the 


United States. Something like 590 people in Canada get 


about $100,000.00 a yearandretafter taxes about half that. 
If you look up estate returns there are about 100 to 200 
large estates a year. What are the "wealthy" people in 
the concept of this submission to us? 

MR. JACKSON: Well, if you take a look at our 
table of taxation you will see the point at which we 
reach about 40 or 50%. I think that is a little better 
than $10,000.00, say we take that. It is a very difficult 
problem to define wealthy in a specific sense. 

THE CHAIRMAN: The term is yours, sir. 

MR. JACKSON: I know the term is ours and we 
are using it in a very general sense. 

THE CHAIRMAN: You mean something about $10,000 .00 
a year and up? 

MR. JACKSON: I would say something around that, 


COMMISSIONER GRANT: I would like to make an 


observation. I don't think it is quite right to say that 
the industrial worker is not a purchaser of Government 
bonds. My experience is that he has supported issues of 
Government bonds both in wartime and peacetime very well 
through payroll deduction plans which can still be placed 
in operation, and I believe in sme industries 


it still is. I think in the aggregate he is quite a large 
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1| purchaser. 
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MR, JACKSON: Let us say we assume you are right 
Mr. Grant, we would argue that the proportion of the 
total interest we are speaking of that is represented by 
those working people would still be small. However, 
there is another point that one should note, among 
industrial workers buying savings bonds, they buy them, 
but if you will check the records you will find they hold 
them maybe one year or two years and dispose of them. 

They are not continuous holders in the majority of cases. 

COMMISSIONER GRANT: They do serve a very good 
purpose for them, otherwise they wouldn't be in the market 

MR. JACKSON: I am not arguing the purpose or 
the affects, I am arguing it is not a sufficient proportio 
of the total interest debt we are speaking of to destroy 
our argument. 

THE CHAIRMAN: Wouldn't you believe that a 
considerable proportion of Government bonds are in the 
hands of pension funds which are for the benefit of the 
non-wealthy? 

MR. JACKSON: Pension funds are also for the 
benefit of the wealthy, are they not? 

THE CHAIRMAN: Yes. 

MR. JACKSON: They share equally both in the 
cost and benefit. 

THE CHAIRMAN: There are more non-wealthy than 
wealthy. 

MR. JACKSON: Numerically, yes, but in terms of 
what it represents in the total debt, no. 


COMMISSIONER PERRY: I think for the record, Mr. 
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Stewart, we should say that the Commission has not been 
able to find any careful study of the distribution of 
holdings of bonds by income classes. I think this is the 
fact, no such study has been made. One can speculate 
about this, and speculate intelligently, but there are 
no figures to support it one way or the other. 

MR. JACKSON: If you look at the budget of a 
family of $5,749.00 income, where is there any provision 
for substantial savings when they have to meet all the 
costs? 

COMMISSIONER PERRY: I wasn't proposing to enter 
into an argument here. I was saying there are no facts 
available on this. 

MR. JACKSON: Mr. Adams has a comment. 

MR. ADAMS: If I might interject a statistic, 
there are some periodic studies, as you are probably 
aware, by the Bureau of Statistics on the holdings of 
liquid assets by income groups. In the 1958 study which 
is the latest one I have, for the families and unattached 
individuals whose major source of income is wages and 
salaries there'is broken down all the liquid asset 
holdings, and the liquid assets include everything you 
can think of, including bonds. Approximately 50% of all 
the families, and they go up to $10,000.00 income, and 
they own either no liquid assets or under $250.00, so 
the implication there I think is pretty clear that the 
gmat majority of people whose main income comes from 
wages and salaries do not hold much in the way of bonds. 
They buy savings bonds this year, sell them amd buy again 


next year, but at the time of this survey it showed that 
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half of the whole group, regardless of income level didn't 
have any more than $250.00 worth. 

COMMISSIONER PERRY: My impression is that the 
Royal Commission on Banking, who are much more concerned 
about this than we are, felt these figures were not 
sufficiently adequate, and have made a more intensive 
study. 

MR. ADAMS: It would be very helpful to have, 
because it is a rather blind spot in our economy. 


COMMISSIONER BEAUVAIS: A great part of that 


| interest is given back to the Government by way of income 


tax. 

COMMISSIONER PERRY: That is another point. It 
is not tax-free income. 

MR. STEWART: Mr. Chairman, I was proposing to 
pass on to part three, which commences on page 19, unless 
the Commission has questions. 

THE CHAIRMAN: Thank you, Mr. Stewart, yes. We 
are getting into matters of sales tax in paragraph 25. I 
think Mr. Walls has got one or two questions on the 
subject of sales tax. 

COMMISSIONER WALLS: Yes. Mr. Jackson, I 
would like to go to your paragraphs25 to 3l,and of course 


I must include your paragraphs 77 to 82, because they | 


“enlarge on the same subject. In paragraph 25 you talk of 


pyramiding and say since it involves the taxes on consump- 
tion itincreases the regressiveness of these taxes. You 

further state that pyramiding is resented by all taxpayers 
I have two short questions in regard to that. Is it not a 


fact that the general public have been less outspoken and 
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MR. JACKSON: Because of its hidden nature, yes. 


COMMISSIONER WALLS: You are stating here ... 
MR. JACKSON: The concept is there in the mind 
of the individual whether he knows the specifics or not. 
COMMISSIONER WALLS: You are saying it is 
resented. The point I was trying to bring out, whether it 
is hidden or not, it really has not been resented much 

up to now? 

MR. JACKSON: That is a nice point. I would 
suggest among our people it is resented, not only in 
terms of this particular type of pyramiding. 

COMMISSIONER WALLS: Would you not say that the 
regressive element of the Federal sales tax has mostly 
been offset by the exemptions on food, rent, and building 
materials. on the purchase of homes. I notice one of the 
authorities you quote, Prof. Goffman, says much the same 
thing. He says: 

"While sales taxes usually exhibit a 
regressive tendency, the fact that necessities 
such as food, fuel and housing, among other 
things, are exempted tends to mitigate this. 
Total taxable consumption expenditures are in 
fact progressively distributed”. 

Do you agree with that? 

MR. JACKSON: We agree in the first place 
the pyramiding of taxes still has many consumption things 
in it. 

COMMISSIONER WALLS: I think the point brought u 


here, you are dealing with the emphasis this pyramiding 
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has and the regressiveness insofar as the low salary 
elements are concerned. Now, is it not to quite an 
extent mitigated by the type of exemptions we have under 
the Federal sales tax? 

MR. JACKSON: I agree it is,only it is in just 
certain aspects of the consumer expenditures. It isn't 
on food, but it is on furnishings and hard goods. 

COMMISSIONER WALLS: I want to deal a little 
more with that later. Also in paragraph 25 you use this 
exaapterok the radio tube. Of course, you have used a 
product that not only carries sales tax, but alse excise 
tax as well. You are dealing with a number of things that 

create the pyramid of price from $1.00 to $3.89. The 

total amount of sales tax and excise tax is 39 cents. 
There is, of course, the factor you use of customs 
tariffs. I would just like to get the reaction of a union 
organization such as yours to the customtariff. In other 
words, do you people believe in 
the theory that the customs tariff encourages Canadian 
industry to the extent that it creates more jobs, and in 
turn creates a higher spending ability by working men? 

MR. JACKSON: Our position has been presented 
to the Federal Government on more than one occasion in 
this regard. Our emphasis always is the need for develop- 
ment of secondary industry as the employment producing 
industry. Our position favours quotas rather than 
increased tariffs. We think that the same result can be 
achieved better through quotas than through customs. 

COMMISSIONER WALLS: Of course, the United 


States use the quota method more than we do. 
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MR. JACKSON: We would even go so far as to 


2) say embargoes in certain instances. 

3 COMMISSIONER WALLS: In paragraph 27 and also 
4| in paragraph 77 you recommend elimination of retail 

5| sales tax to stop this pyramiding. My question is although 


6| the retail sales tax is today only employed by eight 


7\| peovinces, surely the one factor that a retail sales 

8| tax has over the present Federa! sales tax on the 

9| manufacturer's level is that it does not pyramid? 

10| I am rather at a loss as to why you state that retail tax 
11) 18 a pyramid tax, because retail tax is added after the 


12|| last person who handles the goods has already placed a 


profit on it. You are not getting a profit on tax such 
as you are under the Federal sales tax. 

MR. JACKSON: If there are any other taxes 
included in the manufacturer's price, obviously the 
sales tax at retail has been taxed. 

COMMISSIONER WALLS: It is a tax untouched, so 
really it is not pyramiding. 

MR. JACKSON: That is what we call a tax ona 


tax. 


COMMISSIONER WALLS: That is right, but you say 
retail sales tax is pyramiding. 

MR. JACKSON: We say retail tax coming on top of 
other taxes is pyramiding. 

THE CHAIRMAN: Isn't this a matter of semantics 
as to what is pyramiding? My understanding of pyramiding 
is it is generally used todesaribe profit on taxes. When 
tax comes on at different levels and profit at different 


30 levels, not only does the consumer bear taxes; but also 
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1| additional profit which wouldn't be there if it weren't 


2) for the particular taxes. 
3 
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D/R/dpw 1 THE CHAIRMAN: You are using it differently, I 
2\| think, 
3 MR. JACKSON: Tax on tax, 
4 THE CHAIRMAN: Is tax on tax properly used 


5 for that purpose? I have never seen a particular objectim 
6| to a tax on tax. I have heard lots of people say it is 

7 bad, but why is it bad? If you put the two together you 

gi have simply got a higher tax rate. I cannot see why a tax 
gion tax is particularly obnoxious. 

10 MR, JACKSON: The individual sees it as an imposi 
11 tion because he says, “There is a tax already loaded on at 
12] one level and now another. tax loaded on at another level. 
13) The tax is not being shown at its proper value. 

14 COMMISSIONER WALLS: Supposing you had no 

15|\ previous sales tax, no manufacturers! sales tax; supposing 
16|;\you had a straight retail sales tax replacing that. There 
17||would be no question of pyramiding under your interpreta- 
18|} tion or under ours. 

19 MR. JACKSON: Quite right. If there is no 
20||\previous tax. 

21 COMMISSIONER WALLS: Along that line you recom- 
22 || mend the value-added tax as an advantage over federal sales 
23|i\tax and excise tax at the manufacturers' level. ‘here do 
24\|\you see this having any advantage over these federal taxes 


25iif these federal taxes were moved forward to the retail 


26 || level? 

aT MR. JACKSON: Mr. Adams did not get your ques- 
28 | tion. 

29 COMMISSIONER WALLS: ‘What I said: in your brief 


30 you recommend the use of the value-added tax in preference 
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to a federal sales tax and excise tax. Now, let us say 
that we move the federal sales and excise tax forward and 
make it a retail tax instead of a manufacturer's tax. 
What advantage would a value-added tax have over that? 

MR. ADAMS: I don't see any. The brief was not 
discussing that alternative. 

COMMISSIONER WALLS: I appreciate that. 

MR. ADAMS: My personal view would be I don't 
see any. 

COMMISSIONER WALLS: Well, let's go back to the 
point that you were bringing out. Where do you see tha 
decided advantage over your value-added tax as against the 
existing federal sales tax? 

MR. ADAMS: I think it was the French experience 
we were using as the custom there. It seems to us that 
did get away from the pyramiding of the kind that you are 
talking about. 

COMMISSIONER WALLS: Well, of course, the French 
not carrying the tax forward to the retail level; only 
using it at the manufacturer's and wholesale level. 

MR. ADAMS: That is my understanding. 

THE CHAIRMAN: Might I inquire as to the merit 
that they see in the French system? My understanding of th 
French system, and I might say we are intrigued by the 
value-added tax which we have only heard about so far,is 
that the main purpose is to be able to assess the heavy 
consumption tax without pyramiding and at different levels 
The French use it as, I think, a 25% tax. The consumption 
taxes in France are roughly 65% of their total tax take 


as against the reverse situation in Canada. 
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1 It seems to me, at the moment, to be an excel 
2) instrument to extract a high consumption tax. I 

3] am curious why it would be in your brief because you do 

4| not, apparently, advocate high consumption taxes. 

5 MR. ADAMS: If I may, I think we would agree 

6| with your position. The mention of the value-added tax 

7| was simply thrown out as the suggestion of an intermediate 
8| step of trying to get away from the kind of pyramiding 

gi that Commissioner ‘jalls is talking about with the federal 
10| sales and excise taxes. 

11 The position of the Union, generally, as the 

12) brief makes very clear, is to eventually eliminate 

13|| consumption taxes, sales taxes, if possible. 

14 THE CHAIRMAN: Thank you. 

15 COMMISSIONER WALLS: My next question deals with 
16|\paragraph 31. You refer to the sales tax and excise tax 
17\|\injecting elements of discrimination. For instance, you 
18||qQuote house furnishings for young couples on low income. 
19 I have two questions dealing with this on which 
20 ||\your advice wedi be of great assistance to the Commission. 
21 What changes or additions would you recommend in 
22 ||the aie list of exemptions on the federal sales tax 


ithout materially affecting the overall revenue from the 


tax? 

For instance, we have had some members bring 
efore us the necessity of it being extended to drugs. 
27 |Have you any ideas, if sales taxes are continued, where 
28 this line of demarcation should come on exempt items? 
29 MR. JACKSON: We have not attempted to tamper 


30lwith the particular areas of incidence of the tax. We 
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talk about the eliminatim of sales taxes per se; at least 
of the federal sales tax and the reduction of sales taxes 
throughout the country to a 2% basis. 

We have not attempted to just break down the 


list of goods to say whether there should be relief. We 


| have proposed relief on all those things presently taxed. 


COMMISSIONER WALLS: And you add house furni- 
shings to LE 


MR, JACKSON: We only used the question of house 


| furnishings in its discriminatory aspect because young 


people with low income are paying proportionately, in 
terms of their income, a higher tax. They are paying a 
higher rate than a person with a high income for the same 
thing. We say it is discriminatory. 

COMMISSIONER WALLS: You have no advice to give 
us aS to the line of demarcation for taxable items? 

MR. JACKSON: We would not get into that discus-_ 
sion. 

COMMISSIONER WALLS: Perhaps with my next ques- 
tion I might be up against the same difficulty. Although, 
in paragraph 80, you recommend the elimination of certain 
excise taxes, then let us suppose that we adopt a graduated 
scale of sales taxes. Let us suppose that we combine 
excise taxes and sales taxes, because they are both similar 
taxes; you mention the fact that things like 
fur coats should be considered in terms of non-essential 
or luxury items. If you are going to set various rates 
on products and draw a line of demarcation between other 
non-essential or luxury products to carry higher taxes, 


where would you draw the line of demarcation as to what 
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| constitutes a non-essential item? 
| MR. JACKSON: We are not proposing a higher 
tax on any one particular item or article. We are proposing 
| the elimination and the reduction of taxes generally. 
COMMISSIONER WALLS: You are recommending the 
continuation of excise taxes on certain items which have 
i the effect of carrying a higher tax 
| on some items than another. 
MR. JACKSON: It is a matter of not recommending 
| wre leave it on certain items but taking it off certain 
| items which have an impact on the low incore family. 
COMMISSIONER WALLS: I would imagine certain of 
} the ladies in Winnipeg or Regina might auestion your deci- 
I stion that a fur coat was a luxury. 
MR, JACKSON: I can find many individuals within 
the mass, yes, out that does not disprove the point, 
THE CHAIRMAN: Surely Mr. Walls' question 
remains perfectly valid. If you are talking adout taking 
them off rather than putting them on, where do you draw 


the line as to which ones you take off or leave on? 


MR. JACKSON: We only mention the one specific 
case. 

THE CHAIRMAN: You said except furs, I notice 
in here, and you also refer to "in gome instances, in 
paragraph 31, so I have presumed you have something in 
mind. - I think tt is probably liquor and tobacco, but 1 
am not quite sure. 

COMMISSIONER WALLS: I just have one more ques- 
tion. I note that in parasraphs 79 


and 80 you recommend reducing the provincial retail sales 
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tax by $200 million and the excise tax by $250 million 
yet you entirely ignore any reference to either reduction 
or increased use of federal sales tax, which brings in a 
revenue of about $800 million. Was there any reason why 
you make no reference to that? 

MR, ADAMS: If I may attempt to answer Commis- 
sioner Walls, the thinking behind it was the Union's 
position is against taxation on consumption generally but 
you can't accomplish panera has overnight. You start by 
reducing the tax at the retail level but I biatacien memeumen 
in here there is the statement that the object should be 
for the consideration of getting rid of federal sales and 
excise taxes also. 

It was not a question just of picking these two 
particular groups as being the answer and leaving the 
federal sales tax on, increasing it or doing something with 


it. The intention behind jt.,is to. getiriduct itseventualiy 


ibut in the calculations as you see later on there is such 


a big question of indefiniteness in the way of revenue 
coming up from capital gains tax that the door was left 
open with that big question mark to carry it.forward, to 
carry forward a tax program in the direction that the 
Unicon asks should be a proper consideration, of reducing 
consumption tax generally as revenue appears from capital 
gains taxes and other taxes. 

COLIMIISSICNER WALLS: The possible answer could be that you 
can account for the $200 million of provincial sales tax 
and $250 million of excise taxes but it was rather diffi- 
cult to be able to account for an alternative tax source 


to replace the $d00 million of federal sales tax. 
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on the capital gains tax and those other taxes, 
COMMISSIONER WALLS: The last question I have 
is: what 1s your reasoning, in paragraph 81, for advoca- 
ting the status quo on the existing high excise duty and 1 
one case, excise tax on liquor and cigarettes especially, 
when on page 13 you recognize that the average electrical 
worker spends 5% of his income on these products? 

MR. ADAMS: I would not add anything more to the 
theory behind it than what I said in reply to your last 
question. It was not a singling of something out or 
protecting something. It was simply that we were looking 
at the tax policy and feeling our way along. 

COMMISSIONER WALLS: Your paragraph intimates 


that you are going to leave these two taxes as is, doesn't 


crys 

MR, JACKSON: For the time being. 

COMMISSIONER WALLS: It doesn't say so. 

MR. ADAMS: The rest of the brief, I think, does 
imply that. 


COMMISSIONER WALLS: I just wondered whether you 
felt pie it justified a continuation of the present taxes. 

MR. JACKSON: In my opening remarks, Mr. walls, 
I pointed out what we were looking to the future to bring: 
the complete elimination of all excise taxes and sales 
taxes at any level and to receive income through capital 
gains taxes applied on realized gains and undistributed 
profits. 

MR, STEWART: For the purpose of the record, Mr. 


Chairman, I wonder if paragraph 101 of the brief, which 
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starts on page 54, is not one of the paragraphs, at any 
rate, of which these gentlemen are thinking? 
THE CHAIRMAN: Yes, I would think so. Thank you. 
MR. STEWART: Mr. Adams, would you confirm that 
at least one of those you had in mind was this paragraph?. 
MR. ADAMS: I am sorry, I did not get your ques- 
tion. I just turned up paragraph 101 as you were speaking. 
MR. STEWART: Is that paragraph one of those to 


which you were referring? It appears to indicate that you 


| anticipate that in due course the proceeds of the capital 


gains tax could be used to bring progressive reduction of 
indirect taxes, 

MR. ADAMS: Yes, that was the thinking behind 
the answer I gave to Commissioner Walls. 

COMMISSIONER WALLS: That is all, thank you. 

THE CHAIRMAN: Before we move on, some of the 
rest of us may have questions on sales tax. I have one 
myself. I have been a little curious as to the reason why 
liquor and tobacco is traditionally picked out for very 
high taxation. Not that I am against it; I don't smoke, 
for one thing. Why should they be chosen? Have you any 
views on that? 

MR. JACKSON: Probably the old blue sky law 
pervades in the country. 

THE CHAIRMAN: One other thing is you are against 
Sales taxes which areregressive --- 

MR, JACKSON: On low-income families, because 
it has a heavy impact on low-income families. 

THE CHAIRMAN: If a study convinced you that 


that was not the case your views would, presumably, alter? 


fon 
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MR. JACKSON: Presumably. 

THe CHAIRMAN: If it were proportionate - if it 
affected large incomes in the same proportion as it affecte 
small incomeswould you then change your views? 

MR. JACKSON: Our position still is that the 
impact of taxation on small incomes is a reduction of 
consumption demand and we look to the increase of consump- 
tion demand as a necessary ingredient in the economy for 
improved procuction demand and employment. 

THE CHAIRMAN: Mr. Stewart, shall we move on 
from sales tax? I think this is a good time for a break. 
We cannot overlook our coffee. Would it suit you to 
break for ten minutes? 


MR, JACKSON: At your pleasure, sir. 


--- Short Recess 
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E/ET/dpw 4 THE CHAIRMAN: Mr. Stewart, are you ready? 
2 MR, JACKSON: Mr, Chairman, may I introduce 


3 two additional members here today? 

4 THE CHAIRMAN: By all means. 

5 MR. JACKSON: Mr. Dobson, member of the National 
6| Executive Board, and Mr. Ball. 

7| MR. STEWART: I think. I would like to go, if L 


gi may, to page 23 of your submission where you begin to deal 


g| with the subject of expense account living. I think it 
10|might be as well for us to agree here on what th mean by 
11| that term. I wonder what you would think of this defi- 

12 nition, that expense account living refers to the use of 
1g) Company funds not for the benefit of the company but for 
14 the benefit of employees of the company; does that contain 
15 the substance of it? 


16 MR. JACKSON: I would think that is a broad 


17\|\definition in the sense that there are direct benefits 
18), to the employees at the expense of the company; expenses 
19||\which otherwise normally should be not deducted. 


20 MR, STEWART: I think we can probably agree to 


21) the extent that expense account living of that sort exists. 

22\\There are two possible lines of attack. One is through 

23) the company and the other is through the employee. 

24 MR. JACKSON: Through the employee; you mean on 
‘95|\behalf of the Department of Revenue? 

26 IiR. STEWART: Yes. That being agreed, as far 


27\||as the company is concerned, I suppose you would consider 


28); that senior management of any company, including its 


29|\Board of Directors, would, if it were doing its job 


30||properly, attempt to eliminate expense account living of 


1 


2 


29 
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this sort? 

MR, JACKSON: Yes, I would think so if the 
interests of the corporation was the maximum efficiency 
of operation, meeting their obligations or seeing that 
thetr obligations or seeing that their employees meet 
their obligations tax-wise. 

MR. STEWART: Then I suppose it would follow 
as far as tax legislation is concerned the important thing 
is that it should provide that any expense of this nature 
which is impreperly incurred should be disallowed? 

MR. JACKSON: Let's take the other side of the 
coin, Mr. Stewart. What is the approach of the Department 
of National Revenue to a working man? What expenses are 
allowed to him? A waitress in a restaurant is supposed to 
include as part of her income tips received. Now, if you 
begin to equate that to some of the expenses permitted - 
in fact, it, is,more_ or less a way of Jife -, to executives, 
Salesmen, and so on, of corporations, it is obviously an 
inequity there. 

A person working in a lumber camp or any place 
where room and board is provided by the corporation, by 
the aiaiee: is supposed to include that as part or the 
income of the employee, so that there is a very rigi 
application or .restriction on any of these expenses, if 
you will, for a working man but not for an executive or 
salesman, It is that aspect of discrimination that we 
are concerned with in part. 

MR. STEWART: ‘hat I was trying to get you to 


gree to or disagree with at the moment was this: is it 


30 desirable that the tax legislation should provide that any 
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1) expenses of this nature should not be allowed as deductibl 
2\| expense to the corporation for tax purposes? 

3 MR. JACKSON: It should be included as income 

4| to the Receiver. 

5 | MR, STEWART: Let us deal with the company first. 


6] ould you suggest --- 


7 MR, JACKSON: Why does the company extend the 
8] expense account? In many cases, in order to avoid or to 
9| assist the recipient in getting around taxable income 
10| rather than giving it to him by an increase in Sevens 


11| 1t is taxable immediately. It is given in these other 


se ese in order to escape taxation. Therefore, the company 
Pera an obligation, a moral and a public obligation, which it 
14) is escaping by granting these expenses. 

15/ | MR, STEWART: 1 do not think either you ord 
16)|)at the moment are advocating expense account living. All 
17), Ll am trying to get your answer to is this: looking at it 
18 | from the point of view of the company, would you agree 

19|| that the tax legislation should provide that any expense 
20) of this sort which is improperly incurred should be 
21||disallowed? 

22 MR. JACKSON: .-Should be reported by the corpora- 
23|\tion if it does extend those types of expenses. That is 
24; all we are concerned about. If they want to disburse 


- 25|\ these emoluments, that they report itas such, and it is 


26|}Snoim as income to the Receiver. 
27 MR. STEWART: You are back again to the indivi- 
28 |;}dual recivient. I am trying to avoid him. 


29 liR., JACKSON: Taxes are collected from the 


a ite 
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MR, STEWART: Yes, but all I am asking you at 


the moment is this: suppose some expense of this sort is 
incurred by the company; I assume that you would agree 
that that should not be treated for tax purposes as an 
allowable expense in computing corporate income. 

MR. JACKSON: You have to look at it in the 
overall in which we are approaching this question. Namely 
we are moving in the direction of elimination of corporate 
income taxes, therefore it does not have too much effect 
whether they do as you say or not, 

If. there.is no corporate tax, and if the tax is 
passed mipthe ultimate recipient in realized gains, in 
whatever form you get them, if it is taxable and if the 
corporation reports all of these items as paid to the 
recipient and therefore is scone how the corporation 
handles its bookkeeping is not too important. 

MR. STEWART: It may be some little time before 
we get to the time when corporation income taxes are 
eliminated. Do I take it, in the meantime, you regard it 
as immaterial as to whether these expenses are allowed or 
not, allowed for corporate tax purposes? 

MR. JACKSON: We regard the obligation of a 
corporation to report - they make the decision as to 
whether they want to pay it or not, but they should report 
LE. 

MR. STEWART: So that you are really concerned 
only about the effect of this on the employee? 

MR, JACKSON: mnaoeceas on the employee; we 
are presenting a view as to a direction, That direction 


is to eliminate corporate income tax. To tax instead the 
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recipient of the benefits of the corporation. The interim 
We have not entered into discussion on the interim 
other than a stage or phase of reduction of certain types 
of taxes. 
As far as corporation income tax is concerned, 


we point out that these expenses that are permitted are 


| Gone by the corporation on behalf of the employee to aid 


the employee to escape taxation. Therefore, there is an 
obligation on the corporation to report these items as 
income, The effect of their considering them as expenses, 
reducing the taxable income, is not a vital question as 
far as we are concerned. 

Mk. SPEWART: *-If°L might refer you to page 51 


of your brief, Mr. Jackson, and to the sentence beginning 


| at the bottom of that page: "The only allowable company- 


paid versonal expenses should be those directly connected 
with producing company revenue and fully supported by 
valid receipts." 

You agree, : take it, with that sentence? 


MR. JACKSON: Yes. You are arguing the interim; 


iwe are arguing the ultimate. 


IR, STEWART: In other words, you would prefer 
not to enter into a discussion on the interim situation 
at “this point? 

MR. JACKSON: Other than the one point we make. 

THE CHAIRMAN: Before you move away from that 
point, lir. Stewart --- 

IM, STEWART: I am not moving away. 

THE CHAIRMAN: I just want to get in my two- 


cents! worth, 
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MR, JACKSON: Let us correct the record there. 
We have proposed that the companies report as income to 
the employee all such expenses and remunerations, ‘Ve 
feel if that is done the other aspect is not as vital 
at this stage. 

MR, STEWART: I appreciate that. Let us move 
on to the position of the employee. You consider that the 
employee. should be taxed on any benefit of this nature 
that he receives? Is that correct? I want to make sure 
that thereporter gets your answer. 

MR. JACKSON: Let us put it down and we will 
see where we go from there. 

MR. STEWART: So far you agree with it? 

MR. JACKSON: Let us see the next question. 

MR. STEWART; I don't think Lcam.proceed that 
way, Mr. Jackson. This seems to me a perfectly simple 
question. I am asking you if you agree that an employee 
should be taxed on benefits of this nature, 

MR. JACKSON: That is our proposition; that 
the employee, in terms of the type of expenses we are 
sp2aking about, receives that as income and show it as 
income. 

MR. STEWART: And be taxed on it? 

MR, JACKSON: And be taxed on it. 

MR. STEWART: I want to refer you to Section 5 
of the Income Tax Act because that section provides 
among other things that when you consider what is income 
of an employee for a taxation year you take into account 
his salary, wages and other remunerations including, 


and I am skipping some words here, but I think I am 
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1] adhering to the sense of the original, including the value 
2\| of other benefits of any kind whatsoever. 

3 Now, I suggest to you that if corporate funds 

4| are improperly diverted now for the benefit of employees 

5| these diversions representing what you call or what we 


6| have agreed to call for the moment expense account living, 


7 then under the Act as it now stands the value of these 
gi benefits will constitute income of the employee. 

9| MR. JACKSON: We are arguing equity here, Mr. 
10| Stewart, in terms of a worker. The laws that apply to 
11 him should apply on the same degree and to the fullest 
12) extent and to the same full extent to a person who is 
13| receiving remuneration as an employee in a different 


14) category. 


15 MR, STEWART: I should be surprised if anybody 
16|)\wrould disagree with that proposition, 

17 MR. JACKSON: Therefore, if the tax laws at the 
18||present time do not permit a production employee to 

19) include certain expenses as deductible, they should not 
90||\for another employee in a different category. 

1 MR, STEWART: Yes, I think this is-probably 
A2\|acceptable to every fair-thinking person. There should 


gginot be different rules for different types of people. 


24 MR, JACKSON: But we know there is a difference 
25) today. 

26 MR. STEWART: I am going to suggest to you --- 

27 MR. JACKSON: in practice. 

28 MR, STEWART: --- that our problem here is 


29\|lreally not one of the present provisions of the tax law 


——— a problem of enforcement. 
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MR. JACKSON: I don't know the tax laws that 


exactly, Mr. Stewart, but I would say in a large measure 
it is a matter of application. 

MR. STEWART: I wonder if you would be prepared 
to comment on this: as you may know, in the last couple of 
years, the United States has introduced some very detailed 
rules as to what business expenses of this nature are 
permissible and what are not. In this country, the legis- 
lation at the moment, at any rate, does not contain 
detailed rules. It sets out on this particular point 

general principles. 

Have you any comments as to the relative merits 
of general principles or detailed rules in this connection? 

MR. JACKSON: Are you referring to the American 
approach? 

MR. STEWART: No, I am asking you whether you 
have considered this because this is a problem this 
Commission is going to have to face. If the Commission 
is considering the Canadian problem do you think that it 


should attempt to deal with this on the basis of general 


principles or on the basis of detailed rules? 

MR. JACKSON: I would say detailed rules, and 
much further than the final bill in the United States went. 

“MR. STEWART: It has been suggested in other 
evidence that has been given at choos hearings that this 
Sie en ot expense account living is accentuated by high 
tax rates. In that connection the evidence has related 
to both corporate tax rates and individual tax rates. 

Now, my first question would be this: those who 


have referred to the effect of the high corporate tax rate 


ome. 
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have said that if expense account living does exist, it 
exists in part because the companies concerned or the 
people who make the decisions in the companies are 
influenced by the fact that roughly one-half of the 
expense involved is borne by the Government. As far as 
you are concerned, do you regard this as one of these 
interim situations that you would prefer not to deal with? 
MR. JACKSON: You are raising a number of ques- 
tions. Number one, corporate tax, as far as we are | 
concerned, is passed on completely to the corm ime! Not 
paid by the corporation. Number two, if the miles are 
there, why should a corporation, merely because the tax 
rate for certain income is higher than the corporation 
likes, why should it have a right to ee around the rules? 
MR, STEWART: I am not suggesting that it should. 
MR. JACKSON: You are suggesting the reason for 
the exorbitant expense allowances is because a conperatee 
has looked at the tax impact on that employee, and it 
decided rather than have that person receive that as 
income and pay a heavy tax rate they will find some other 
way of getting it to him that is not subject to tax, yet 
they are violating the principle you yourself enunciated. 
MR. STEWART: Once again, you are switching from 
the effect of. the corporate rate to the effect of the 
individual rate. This time I will switch with you. 
R. JACKSON: You speak about the 50% impact. 
MR. «STEWART: «That.is.right; which is the 
corporate rate. You are talking about the fact that this 
may happen because the individual ---- 


i. JACKSON: Let me get it clear. Are you 
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arguing that the cause of the reason for the expense 
| living is because of the high corporate tax rate or of 
the high tax rate on the income of the recipient? 

MR. STEWART: ‘ihat I was putting to you is this: 
it has been suggested that some companies may be careless 
of permitting this type of expenditure because they feel 
that half of the expenditure is really being borne by the 
government. 

MR. JACKSON: That does not go quite along the 
line of our argumentation. Our argumentation; the price 
which determines the income is established on the basis 
of after-tax returns. Therefore, the question of what 
they escape in terms of government taxation is already 
built into the’ price, 

MR, STEWART: I think perhaps we are not seeing 
eye to eye on this one, Mr. Jackson. I am not sure I 


succeeded in making my point. 
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MR. STEWART: Let us switch then to this 
question of the effect of progressive tax rates. It 

has also been suggested to the Commission that when 
progressive individual rates are as high as they are, 

and as steeply graduated as they are, there is a temptatio 
to executives, and to companies to permit some element 

of expense account living. Would you consider that this 
type of thing might be reduced if the progressive 
individual rates were decreased? 

MR. JACKSON: No. I wouldn't accept that argument 
The question of the making of the rate on the recipient 
of income is always proportionate am tax law is such 
while the worker might want to seen it because of the 
impact on him, as we say 26 or 27% impact on 
taxation income, the law doesn't provide any way he can 
escape. Why shouldn't the law be as rigidly applied for 
the expense account living individual as applied to the } 
working man? I don't think the rates have any bearing 
on the question. 

MR. STEWART: let us come to some of the benefit 
which are available to all employees. 

MR. JACKSON: Yes. 

MR. STEWART: Do you consider that items of this 
nature should be included in income for tax purposes, 
company-paid portions of contributions to pension plans, 
company payments into group insurance plans or into medic 
plans or company contributions for unemployment insurance 
pirposes? 

MR. JACKSON: All of these --- are you finished? 


MR. STEWART: That is the question. 
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1 MR. JACKSON: Again we havwto look at the 

2| question of equity and the effect of the tax laws on the 
3|| worker, and on the non-worker on the expense account. 

4| We say there should be the same application for both 

5| items, whether or not these types of expenses or 

6 expenditures are considered. If they are for the working 


7 man, they should be in the same proportion to the other 


g|| non-productive worker. 

9 MR. STEWART: If we are thinking of contribution 
10| to pension plans, for example, what you are saying is 

11 if the company contribution for one employee is brought 


12| into the income for tax purposes the company contribution 


13) for all purposes should be brought in? 

14 MR. JACKSON: We would agree, but there are 

15|| certain relationships in the amount the company can 

16|| deduct to the income of the individual who is being 

17|| deducted, I would say. 

18 MR. STEWART: I am not sure I am with you. 

19|| Suppose the company contribution is 5% of wages or salary, 
20|| then each employee brings in that particular 5%. 

71 MR. JACKSON: If the percentage application is 
22|| made on both, we have no quarrel. 

23 MR. STEWART: If we come to such matters as 

24|| company-subsidized cafeterias and employees magazines, 
25||\do they constitute benefits which you think should be 

26 || brought into income for tax purposes? 

27 MR, JACKSON: We don't consider any company 

28 ||magazine a benefit to the workers, 

29 MR, STEWART: Let me confine my question then to 


30|| the question of the cafeteria. 
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1 MR. JACKSON: That is a grey area. 

2 MR. STEWART: Pardon? 

3 MR. JACKSON: That is a grey area. 

4 MR. STEWART: That is a grey area? 

5 MR. JACKSON: In terms of benefit. Some 


6| employees will tell you the @feteria is something they 

7| should shun, not use. 

8 MR, STEWART: If there is company subsidization, 
9| would you agree this is a benefit to employees? 

10 MR. JACKSON: Oh, in a general sense we could 

11) probably say yes. 

12 MR. STEWART: Thank you. 

13 MR. JACKSON: I think what you are trying to do 
14|| 18 take me through a company balance sheet, and quite 


15| frankly it is not an area in which we are frankly interested. 


16 MR. STEWART: If I were capable of taking you 
17|| through a company balance sheet, I might attempt it. 

18 MR, JACKSON: We have some rather strong views 
19|| on the question. 

20 MR. STEWART: In the portion of the brief which 


21|| deals with this particular matter, you quote a number of 


22|| newspaper articles and one article in the April 1962 
23|| Canadian Chartered Accountant. 
MR. JACKSON: What page are we at, Mr. Stewart? 
MR. STEWART: The article in the Canadian 
Chartered Accountant appears at page 25 in paragraph 40. 
I think part of our problem here may be to determine to 
what extent this expense account living does exist in 
Canada. Perhaps before dealing with that article I should 


go on and refer to paragraph 41. There you suggest that 
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the amount involved in Canada might be approximately 


$5,000,000.00. I think you will agree, however, that 


this is based entirely on U.S. studies. 
MR. JACKSON: There are no accurate figures 


available, that is true. 


MR. STEWART: Now, going back then to Paragraph 
40, I would like to read you the last few sentences of 
the article from which you quote. They read this way: 
"If, in fact, a significant number of 
taxpayers are abusing the provisions of the 
Income Tax Act, and this is not yet apparent 
to the public, would not the disclosure of the 
extent of this practice serve as a lead to 
those many individuais who are somewhat confused 


as to what constitutes executive compensation 


and wish to abide by the spirit of the law? 
Would not such disclosure also serve as a 

deterrent for those few individuals who knowingly 
and wilfully evade their lawful tax? On this 


subject, the income tax authorities have a 


responsibility to clarify the ground rules for the 
tax-paying public". 

Have you any comment on that quotation? 

MR. JACKSON: The last part, I would say 
definitely there is a responsibility. This would be an 
area in which this Commission could actually do a great 
deal. I think we have enough evidence in terms of using 
our neighbour to the South of the fact that the corporate 


living, as we call it, or expense-account living as you 


call it, does constitute a very substantial evasion of tax. 
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MR. STEWART: My thought was in the concluding 


words of that article which I have just read the author 


made the suggestion, in fact, there may be very few cases 
in Canada. 

MR. JACKSON: I wouldn't agree with him on the: 
very few cases. 

MR. STEWART: I ask you this, I don't suggest 
for one moment that the question may be material for the 
purposes of your union, but do you unions in addition to 
corporations have this type of problem? 

MR, JACKSON: I would say some unions, yes, not 

ours. 

MR, STEWART: To the extent it does exist in 
|; unions you would suggest the same remedy? 

MR, JACKSON: I wouldn't try to draw anydistinction. 

MR. STEWART: Let us go on to paragraph 24 where 
you deal with the contributions to pension funds. You | 
refer there to the fact deductions from income in relation 
to pension fund contributions have a different effect 
tax-wise, because different employees are subject to tax 
at different levels. You would agree, however, that when 
the pensions are actually received by particular employees 
they again are subject to tax at different levels dependi 
on the aggregate incomes of the pensioners concerned. 

MR. JACKSON: At the time of receiving it. 

COMMISSIONER PERRY: Wouldn't you agree one way 
would be to tax the worker at 45%? 

MR. JACKSON: We take the position... 

COMMISSIONER PERRY: Don't take that seriously. 


It is a facetious remark. In fact, the benefit is just a 
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e 
“emat 


1| reflection of the initial additional burden. 

¥ MR, JACKSON: I was through you going to 
3| answer Mr. Stewart. We take the same position, as a matter 
4\\0f fact on the question of many watt Lae that the 


5| impact is greater, the benefit is greater on exemptions 


6| on a higher income than on a lower income. 
7 MR. STEWART: When you have progressive rate 
8| structure... 
9 THE CHAIRMAN: The benefit is greater, but also 
10| at the same time they are paying a higher tax. It would 
11 Seemto me you can't isolate one from the other. 
12 COMMISSIONER PERRY: The benefit is greater 
because the burden is greater in the first place. 

THE CHAIRMAN: I have heard this argument 
advanced. It is tte most fallacious one that I can neat s 
of. If the relief is greater it is only because the 
burden is greater. 

MR. JACKSON: It depends whether it moves them 
down into another bracket. If it does, there is a 


benefit to the higher income recipient. 


MR.. STEWART: Mr. Jackson, I will go on, if I 
may, to page 27 of your submission? 

THE CHAIRMAN: Are you moving away from expense 
accounts? 

MR, STEWART: Yes. 

THE CHAIRMAN: I would like to make one remark on 
the subject of expense-account living and the experience 
the Commission has. When I am out of town I live ona 
Government expense account. If you gentlemen think we 


should be taxable you don't know anything about Government 


- a! >, 
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expense accounts. Furthermore, as a practising chartered 
| 


—s 


2; accountant I agree with you gentlemen there is a certain 
3) pushing of axpense account’ living beyond what I think 


4| is proper and fair. There are many companies that resist 


5| this and resist this very strenuously. I know lots of them. 
6| They believe that the right to get free living from a 

1 company without paying taxes is actually destroying the 

8 very fabric of the company. They resist it. I have no 

9| idea of the accuracy of the $500,000,000.00. I am in no 


|; position to dispute it. All I can say I very much 


po 
o 2 


11| doubt it. I think it is an extremely difficult figure 


to make inquiries about. I agree, Mr. Jackson, it would 


rary 
iS) 


13| be desirable for the Commission to try and find something 
14) out and certainly we will do what we are able to do. 

15| I will be very surprised if we are going to come up with 

16|| anything positive. I don't think it is possible to do 25.4 
17 MR, JACKSON: The thought crossed my mind when | 
18 you were speaking about the Government expense accounts 

19| that I heard of a person who was operating full time on a 


20|| Government expense account and charged 386 days in the 


21)| year. 

22 THE CHAIRMAN: Would you give me his name and 

23|| address. 

24 MR. JACKSON: I don't know who the gentleman 
25) was. 

26 COMMISSIONER PERRY: Better still, tell us how 


27 | “‘hesdids1t: 


28 MR. STEWART: Moving on to page 27, you deal 
29| there with the question of capital gains and you make it 


30 quite plain at a later stage of the brief, and I refer in 


| 


4 
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particular to paragraphs 96 and 99 that you consider that 
both corporations and individuals in Canada should be 
subject to taxation on realized capital gains? 

For the reporter, the answer is yes? 

MR. JACKSON: Yes. 

MR. STEWART: In support of your proposition 
you quote in paragraph 49 an extract from the memorandum 
of dissent to the report of the United Kingdom Royal 
Commission on Taxation. That report was issued in 1955. 
I take it, Mr. Jackson, you were aware that the majority 
of the Commission carefully considered this whole question 
of capital gains taxation for the United Kingdom and 
concluded such taxation was undesirable? 

MR. JACKSON: Yes. This is the minority report. 

MR. STEWART: As you have included the extract 
in question from the minority report in your written 
submission, I would like to read into the record from 
page 37 of the majority report, paragraph 108: 

"We do not recommend, therefore, that 

capital gains should be brought under a general 

charge to income tax or surtax as constituting 
income, nor do we recommend the introduction of 
any supplementary scheme for charging them or 
some of them to a flat rate tax as constituting 

a special category of income". 

In your particular case, I take it that the 
tax you advocate is not a flat rate tax on capital gains, 
but an inclusion in ordinary income of what we now call 
capital gains. 


MR. JACKSON: Right. 
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1 MR. STEWART: Your recommendation to the 

2| Commission that such a tax be imposed again would be based 
3| on what you refer to as equitable considerations. 

4 | MR. JACKSON: Right. 

5 MR. STEW ART: I suggest to you, Mr. Jackson, tha 
6| When we consider any new tax we have to consider not only 
7, equity, but a good many other considerations such as the 

gi effect of the particular tax on the economy, the amount 

9) of revenue it is likely to produce; whether or not it is 
10| going to add materially to the complexity of our thn 

11| whether it is going to add to the administrative difficul- 
12|| ties and so on. Would you agree that these other factors 
| will have to be taken into account by the Commission as 

14|) well? 

15 | MR. JACKSON: We would agree that it adds, 

16|| possibly,to the administrative problems. We don't think 
17|| that that would act adversely to the development of the 

18|| economy. 

19 MR. STEWART: Have you any ideas as to the 

20 || amount of revenue that might be produced? 

1 MR. JACKSON: We haven't been able to come up with 
22| 2 figure. 


23 MR. STEWART: Then you have a section beginning 


24|/0n page 28 which deals with "stock market appreciation", 
‘ 95| which I don't propose to go into at any length. I would 
26|| like to ask this very general question. What would your 


27|| reaction be to this, that somehow or another through our 


28| fiscal system we must encourage both corporations and 
29 || individuals to save and risk their savings as equity 


30 || investments? 


16 
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MR. JACKSON: We don't see the result of the 
application of our proposals as changing that situation 
detrimentally, in a negative way. The means are still 
in the country. The funds are still going to be there, 
depending on the kind of regulation we have in the 
country as to funds leaving the country. Therefore, they 
are going to find a use. They don't just sit there. 

MR. STEWART: I will come back to that point 
again when we come to consider your suggestions as to the 
progressive rates on individual tax. You then go on to 
CMes 2. 

COMMISSIONER GRANT: Mr. Stewart, I hesitate to 
interrupt you. Would you rather I didn't go into this 
now? I have a question arising out of paragraph 51 that 
z would like to discuss with Mr. Jackson. Is that all 


right by you? 
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GAR/dpw1 MR. STEWART: Please. 
2 COMMISSIONER GRANT: Mr. Jackson, I find it 


3] difficult to understand or to reconcile the figures that 
4 you are using in connection with the split of the C,G.E. 
5| shares there. Perhaps you could clarify it for me. 

6 You say that in 1952 there were 188,845 common 
7| shares outstanding and they were priced at that time at 
8| $415 a share. They were split and the split resulted in 
9| the shares being quoted at around $33. 


10 Now, would you indicate to me - that was about 


11 25" Goll splits 
12 MR. STEWART: Excuse me, Mr.Grant, I can give 
13) you an answer to that. The split was 40 to land it 


14) occurred in 1962. 


15 | COMMISSIONER GRANT: Forty to one? 
16 MR, STEWART: Yes. 
7 COMMISSIONER GRANT: That would account, then, 


1g||for it. The price of the stock, if it were split 40 to 1 and 


19\||\the price of the stock must have come on the 
! market at $10 a share. 

MR. STEWART: What happened, Mr. Grant, if I 
understand the situation correctly, is that on the 40 to 
1 split, which occurred in 1962, the 188,845 chines 
which had been outstanding became, of course, forty 
times that number and, in fact, if you multiply 183,845 
by 40 you ree to within a few hundred shares of the 
figure which appears on the top of page 29. 

My calculation would indicate that the number 
of shares of Canadian General Electric which were actually 


issued, tne number of new shares that were issued during 
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that ten-year period, eleven-year period, must have been 
very small. 

COMMISSIONER GRANT: After they split you had 
7,555,000 shares issued and outstanding. 

MR, STEWART: Yes. 

COMMISSIONER GRANT: And those shares, if they 
were split on a 40 to 1 basis, then that was on a basis 
of issuing those new shares for a value of $10 a share. 

MR, STEWART: Well, if you take the 1952 price 
and divide that by 40 --- 

COMMISSIONER GRANT: Of course, it was ten years 
later, I see. 

MR. JACKSON: The General Electric stock went 
up to about $1,500 before the split. 

MR, STEWART: Before the split. A good deal of 
the rise occurred shortly before the split. 

MR, JACKSON: I am not sure. 

MR. STEWART: I think that I would like to refer 
to one other question arising out of paragraph 51, which 
paragraph Mr. Grant has just mentioned. You make the 
statement there, at the end of paragraph 51 - this is the 
Be i ak which you made earlier in your testimony today 
that the corporate tax on profits is passed on in prices. 
You made it plain that you considered this to be true on 
corporate income taxes generally and you refer elsewhere 
in your brief as authority for that proposition - I am 
thinking of Appendix D - to a work by Dr. Goffman. 

I have looked at that work of Dr. Goffman and 
his conclusion appears to be that in Canada approximately 


55 of the corporate income tax is passed on to consumers 


1 


10 


11 


29 


30 


ANGUS, STONEHOUSE & Co. LTD. 


TORONTO, ONTARIO 1289 


and labour and that the remaining 55% is borne by capital. 
MR. JACKSON: There are other authorities who 
have spoken out on the question of howpricing is deter- 
mined in this country. 

MR. STEWART: Yes. 

MR. JACKSON: And there is more than one authori 
that has set out that pricing is on the basis of not cost 
plus but rather return minus cost. 

We can give you a couple of quotes on it. They 
have, in Appendix B, a couple of recmt ones. For 
instance, the Chamber of Commerce in Canadian Business 

for Avril 1963 - no; the Globe and Mail, December 18th, 
1962, dealing with the oil industry, summed it up this 
way "Attempting to sum up the change in marketing philo- 
sopny,"” this is speaking about the oil business today, 

‘a senior executive of a leading oil company said in a 
private conversation tnat the change is from cost plus 
pricing to price minus cost and there seems to be growing 
evidence that this is the way in which prices are 
established, ' 

You already take into account the fact of 
corporate taxes being paid cut. 

MR. STEWART: I am not sure that that quotation 
you just read really supports tne conclusion you draw 
from it, but that is by. the way....You.have referred: to 
lir, Goffman's study, and you also,.I.think, referred in 
Appendix D to the fact that Dr. Eaton suggested some 
little time oar hat the corporate tax is mainly passed 
on to consumers in the form of higher prices. 


I have here an article which has recently been 
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published in the United States on this same question. 
It is published in the Journal of Political Economy for 
June 1962, It is entitled “The Incidence of the Corpora- 
tion Income Tax" and it is written by a Mr. Arnold C. 
Harberger of the University of Chicago. His conclusion, 
which appears on page 236, is this - I would like to read 
the concluding paragraph of his article to you: 

"I conclude from this exercise that even 

allowing for a rather substantial effect 

of the corporation income tax on the rate 

of saving leads to only a minor modifica- 

tion of my overall conclusion that capital 

probably bears close to the full burden of 

the tax. The savings effect here considered 

might well outweigh the presumption that 

capital bears more than the full burden of 

the tax, but it surely is not sufficiently 

large to give support to the frequently 

heard allegations that large fractions of 

the corporation income tax burden fall on 

labourers or consumers or both.” 
That is the end of the quotation. I am not in any sense 
asking you to agree with Mr. Harberger's conclusion. IL 
do point out to you that we have at least three authorities 
here, one of which mee that the tax is borne almost 
entirely by capital - that is Mr. Harberger. Another, 
Mr. Goffman, says it is borne more or less 50/50 and 
says that actually he thinks 45% is passed on in Canada. 

Then we have Dr. Eaton expressing the other 


view that the whole of the tax is probably passed on. 
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1 Now, would you agree that it is in fact an 

2\|| extremely difficult thing to determine the extent to which 
3|| this tax is passed on? 

4 MR. JACKSON: I would suggest, Mr. Stewart, 

5| that there is hardly a question on which one may not find 
6| authorities on both sides. One has to look at the prepon- 
,| derance of authorities on 6ne side or the other. You have 
8 quoted two. We have quoted two. We can quote far more 

g| in favour of our side. 

10 MR, STEWART: I am not suggesting ---- 

11 MR, JACKSON: If it is a battle of the experts 
12|| we are engaged in here, we will have to marshal them for 
13) the benefit of ourselves and the Commission. 

14 MR. STEWART: I am prepared to leave it on that 
15|basis, that it is a matter of experts of which I do not 

16) profess to be one. I do stress the fact that so far as 


17 the Commission is concerned at the moment it seems 


18 extremely difficult to conclude that either, or any of 
19| these views is necessarily correct. 


20 MR. JACKSON: Fortune Magazine of April 1963 


a1|;had quite an article on this question. I don't know 
q2|\whether you read it. They came out on our side of the 


question. 


MR, STEWART: I don't think I have read it, but 
I am sure that the Commission will be interested in 
looking at it. 

THE CHAIRMAN: Iir. Stewart, I have read it. 
I think all the Commissioners have read it. 

MR. JACKSON: The recent edition, I have for- 


sotten the date, of Lloyd's Review also had an article 
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1] On this very same question. 
2 THE CHAIRMAN: They have quoted Mr. Capon of 
3] Montreal who appeared before the Commission and during 
4| Mr. Capon's discussions before the Commission he referred 
5| to the fact that many prices could not be adjusted for 
6| corporate taxes and in this regard drew attention to the 
7 price of commodities sold on the world market, such as 
gi} our natural resources, and in those cageste indicated 
g| that he did not believe that an increased or aimantdane 
10| tax would be very quickly reflected in those commodities. 
11 MR. JACKSON: Of course, in the export market 
12) you are up against conditions, a number of conditions, 
13 which make it impossible to determine what has been set 
14) aside and what has been included in that price, so that 
15) it does not necessarily argue that the corporate taxation 
16|;has not been included in the price that they start from 
17|)as one that they would like to realize. 
18 In terms of the problems in the export market, 
19) don't think you can argue because the export prices are 
29)at a certain level; the corporate tax has nct been 

2 91] included. 
3 THE CHAIRMAN: That is not what I was trying 
93\to say, Mr. Jackson. If there were changes in the corporat 
94|\tax, it would not be too readily reflected in those commo- | 


g5|,dities sold on the export market. 


26 MR, JACKSON: I wouldagree with you. 
27 MR. STEWART: I would like to skip over to page 


28/30 where you deal with the question of rights to purchase 


29iishares of companies and I am going to ask you to comment 


30on this proposition. Let us suppose that a particular 
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company which has, let us say, 100,000 shares outstanding 
decides to issue rights on a one-for-ten basis so that 

it will, in effect, be. offering to: its..sahareholders: an 
additional 10% of the company's stock. 

Now, let us suppose that you are a shareholder 
of this company and we will assume that you hold 1% of 
the stock. I suggest that when you receive this offer of 
rights your alternatives are these: first of pate you can 
exercise your rights, and if you do, when the smoke 
clears away, you have retained your 1% interest in the 
company. 

Alternatively, you can disoose of your rights 
and if you do that, then when the smoke clears away, you 
have less than a 1% interest in your company. 

Now, I would just like to pause there and make 
sure you are with me so far. 

MR, ADAMS: I: am withyyou.iso: far, 

MIR, STEWART: Very well, Mr. Adams, you and I 
can discuss Mr. Jackson's position a little further. 

If he does exercise his rights, he retains a 
1% interest in the company. He has a slightly larger 
number of shares but if the rights have been issued for 
less than the shares were worth prior to the issue, then 
the value of the shares he has after the issue, per share, 
will naturally have decreased. 

MR. ADAMS: I am sorry. You have lost me now. 

MR. STEWART: I realize that this is a, perhaps, 
difficult thing to put clearly in a conversation of this 
nature but let us suppose that Mr. Jackson had 1% of this 


company with 100,000 shares outstanding. 
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MR. JACKSON: You will sign them over to me 
tomorrow. 

MR, STEWART: This is entirely a hypothetical 
company. He starts off with 1,000 shares, being 1% of 
190,000. I have suggested that there would be a 10% 
rights issued so that if he exercises nis rights, he 
would end up with 1,100 shares. 

Now, let us proceed on the assumption that when 
the rights issue was made, each of his shares was worth. 
$1 and that his new shares, which would be 100 in number, 
were acquired for, let us say, 60 cents a share. Now, I 
suggest to you that the 1,100 shares which he ends up 
with would be worth less than $1 per share. 

MR, ADAMS: I don't think you can argue that 
without bringing the question of the market in. He is 
at the point at which he got the rights; he got something 


for 60 cents that has a value placed on it in the market 


of $1. 

MR, STEWART: If it does have a value placed on 
it. 

MR. ADAMS: That was your assumption to start 
with, 


MR. STEWART: No. I deliberately stayed away 


from market. I was talking about value. 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO. ONTARIO 1295 
MR. ADAMS: What do you mean by value then, I | 
am thinking of market value. 

MR. STEWART: If you take the market value, 
we would again have to make certain wsumptions as to price 
which is really almost impossible to make satisfactorily. 

MR. ADAMS:. That is the fact of life, that in 
the issue of rights he gets something worth more than he 
has to pay for it, and he then has a value transferred 
to him from the company which is untaxable, and this is 
the point of the illustration here; simply that this is 
one thing that might be looked at by the Commission as a 
place to get some more tax revenue. 

MR. STEWART: In any event, Mr. Jackson has 
still a 1% interest in the company. 

MR. ADAMS: Yes, but we are not talking percen- 
tages. We are talking of real values. 

MR. STEWART: Regardless of that, 

MR. ADAMS: You can't disregard it, That is a 
fact of life. Market has placed a value on what he gets 
above what he sities pay for it. Therefore there is the 
value transferred to him which is a free gift, and he is 
not paying any taxes on it. 

MR. STEWART: What you are suggesting is if the 
market place does place a higher value of 1% after the 
right is issued than before, then he has achieved a 
benefit? 

MR. ADAMS: The fact that the rights have a 
market value before they are exercised I think illustrates 
our point. He can sell the rights. 


MR. STEWART: Let us go to the question of sale 


1 


2 
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of rights in the example you give at the top of page 31. 
You are referring to a particular rights issue, and you 
said the stockholders are given the right to subscribe 
for one additional share at $39.00 for each twelve 
shares. 

You then say a couple of sentences later 
on that each right was immediately worth $9.00. I suggest 
to you that what you mean is each twelve rights was then 
worth $9.00, because you had to have twelve rights before 
you could subscribe. 

MR. ADAMS: Yes, you are correct. It should be 
one share instead of one right. 

MR. STEWART: So that each individual right woul 
sell or might be worth one-twelfth of $9.00 or 75 cents 
per right. 

MR, ADAMS: I take back my agreement with you. 

I think I am right. The right was worth $9.00, not one- 
twelfth of $9.00, because the right you got for holding 
twelve shares ---- that is correct --- but the right was a 
right to purchase a share, and that share was selling on 
the market for $48.00, but you only paid $39.00 for it if 
you exercised your right so that the value of the right 
was $9.00. 

MR. STEWART:: But you had to have twelve shares 
before you got that right. 

MR. ADAMS: That is correct, but the right was 
worth $9.00. I am sorry I slipped on agreeing with you 
earlier. 

MR. STEWART: Well, with deference, Mr. Adams, 


I think you were right the first time. What happens is if 


1 
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you hold one share you get one right. 

MR. ADAMS: No. You hold twelve shares and you 
get one right. 

MR. STEWART: But what the companies do, they 
issue one right per share. 

MR, ADAMS: No, no. I am sorry. I am sure the 
gentlemen on the Commission are more expert on this than 
I am, but certainly that is my understanding. When Bell 
came out with this particular proposition, if I were a 
shareholder and held twelve shares I got one right. 

MR. STEWART: I suggest to you --- 

MR. ADAMS: And this was worth $9.00. 

MR. STEWART: If you held twelve shares you got 
a@ warrant. 

MR. ADAMS: Which entitled you to buy one new 
share. 

MR. STEWART: Which said you have twelve rights. 

COMMISSIONER GRANT: I am afraid I must disagree 
with you on this. I was interested in this, and I remembe 
the issue, and so this morning before we went into session 
I did check with one of the leading investment dealers in | 
the city here as to what the situation actually was. I 
was advised that they did issue rights on the basis of one 
right per share, and that it did take twelve rights to 
buy a new share at $39.00, but the rights actually varied 
in price between a low of fifty cents and a high of $1.00 
from the time that they were issued until the rights 
expired. 

THE CHAIRMAN: I must confess there has been a 


disagreement here, and I cannot dispute this evidence whic 
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1} you have just received. However, like yourself I feel English 
2\| demands niet a right must be a right to purchase a share. 

3| I do net see how it could be a right to purchase a twelfth 

4| of a share and I do not see how it could be a right to 

5| purchase anything except a share. What I am assuming is 


6| that the financial community has got the thing balled up 


7\ as far as English is concerned, and I must go look and 
8|| see. 
9 MR. ADAMS: I should perhaps have said that 
10| the information contained in paragraph 55 I took from 
11| the Financial Post corporation records, and it made 
12|| sense to me when I took it, and I must say I must stand 
13|| corrected by the Commissioner's information, but I do not 
14|| think it makes any essential difference to the illustratio 
15| whatever whether you call something,a twelfth of a share, 
a right, or whether you call something that you got for 
holding twelve shares a right. Whatever it was you got 
was worth $9.00 more than you paid for that unit, define 
the unit as you like, and it was tax free. 
MR. STEWART: Let me come to that. Let us now 
| consider the case where Mr. Jackson decides not to exercis 
his rights and increase his investment in the company and 
he decides he will sell his rights, and in respect of 
the thousand shares which he is assumed to have had --- 
we were dealing,you will recall, with one for ten basis -- 
MR. ADAMS: One for twelve. 
MR, STEWART: He would receive or he would have 
available for sale the right to acquire 100 shares in the 
company,and let us suppose quite arbitrarily that he 


succeeded in selling the right which was issued to him for 


=. 
ot 
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1/ $1,000.00. He has received $1,000.00 but I take it that 


2) his interest in the company has decreased. 


3 MR. ADAMS : Percentage-wise, but not dollar- 
4|| wise. 
5 MR, STEWART: It has decreased percentage-wise. 


6| He does not have as high a percentage of the equity 

7|| of the company as he had before. 

8 MR. ADAMS: Agreed. 

9 MR. STEWART: So that what he: receives for 

10| these rights is compensation for his loss of equity. ’ 

11 MR. ADAMS: No, I do not agree with that,because 
12|| under the example as you were using the figures to begin 
13) with, the share as I understood it after our discuasion, 
14) whether we were talking market value or book value, as I 
15| understood it the share was worth $1.00 and the right 

16 || gave you the privilege of buying a new share for sixty 


17 cents, which meant at that point the right had a value of 


18) forty cents. 

19 Now, he was not selling a piece of the corpora- 
20|| tion that he held. He was selling something that was a 
21| piece of paper that the corporation gave him, and because 


22\| of the terms of it it was worth forty cents. 


23 MR. STEWART: In any event, having sold it, he 


24| does have a smaller percentage of the equity. 

“pee MR. ADAMS: He has a smaller percentage, but he 
26| has not decreased his dollar participation. 
27 COMMISSIONER GRANT: The right could not be 
273|| worth forty cents. It would be worth four cents as I see 
29|| it, because it took ten rights to buy a share, and that is 


30|| the same error that comes into paragraph 55 if I may 


29 
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express it as such. That is, the gain to the stockholders, 
instead of being eighteen, should be eighteen million 
divided by twelve which would be one million, six, because 
it took, in the example in paragraph 55, twelve rights to 
buy a share. If twelve rights are worth $9.00, one right 
would be worth something like eighty cents. 


MR. ADAMS: Regardless, I think there is not any 


particular purpose of pursuing this semantic argument very 
far, but the fact is 2,000 shares were taken out. 

COMMISSIONER GRANT: 2,000,000. 

MR. ADAMS: 2,000,000 shares were taken up so 
you can define the right your way or my way and you are 
left with the fact that 2,000 shares were taken up and 
each share was taken up with the benefit of $9.00 per 
share to the holder. 

THE CHAIRMAN: Might I interject it does not 
matter very much about the taxability. This is perfectly 
consistent with the recommendation that capital gains be 
taxed. If capital gains are to be taxed, I would have 
thought there is apparently a realization to be included 


in income. 


MR. STEWART: I am sure this has been supported 
eloquently at the moment, but I would like to go on. 

COMMISSIONER GRANT: I would like to say this: 
When Mr. Adams said 2,000,000 shares were taken up, there 
again is where the inaccuracy comes in. I assume that the 
total issued capital stock was 2,000,000. 

MR. ADAMS: No, no. Bell's issued stock, I do 
not remember what it is, but it is very much more than that. 


COMMISSIONER GRANT: I grant you that it is, but 


a of i os Ania, 
in this particular instance --- 
2 MR. ADAMS: On the previous page, Mr. Commissioner, 
3) there was a list of the shares that were taken up as a 
4] result of the issue of rights over a period of years, 
5 | from one and a quarter million to two million shares each 
6! time they do it. 
7\\ COMMISSIONER GRANT: Yes. I beg your pardon. 
gi It is 2,000,000 on that particular rights issue. 
9 MR, STEWART: Now, Mr.Jackson, if we can move 
10) on to page 32, you deal there with the question of capital 
11| cost allowances, and I would like to ask you a few 
4} questions on that subject. It is quite clear from the sub- 
13| mission that you are suggesting that we revert in Canada 
14 to the old system of straight-line depreciation for tax 
15|| purposes. 
16 Under that system I think it is clear that what 
17 | happened was the cost of the particular asset was amortize 
13 | over its anticipated useful life, and that cost was 
19|| treated as an expense for tax purposes. Under the capital 
P cost allowance system which is now in effect it is simply 
atl cost which can be claimed for tax purposes so that the 
22) total charge to income in respect of depreciable assets 
23 is not increased. 
24 I suggest to you that the only real difference 
25|| between the two systems is that under the present capital 
26|| cost allowance system the amount which can be taken for 
27 || tax purposes in the years immediately following acquisitio 
28 is increased. Later on the proportion of cost which can 
29) be taken for tax purposes in a particular year is less 
30 || than under the straight-line system.Do you agree with that? 
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MR. JACKSON: Yes. 

MR. STEWART: It has been suggested to the 
Commission that the capital cost allowance system which 
does provide these larger allowances in the early years 
provides an incentive to industry, that it encourages new 
capital investment and that it may therefore lead to 
increased efficiency of industry and to expansion of 
industry. Have you any comments on that? 

MR. JACKSON: I would not say it necessarily 
follows along the lines you stated. Besides the right to 
charge off depreciation higher than 5%, it provides the 
corporation with an opportunity in terms of the kind of 
year it has had to escape taxation. 

MR. STEWART: In the sense if it has had a poor 
year it may claim less capital cost allowance. 

MR, JACKSON: It could claim more depending on 
the year's results. It does not have the same effect 
spread over a number of years, that is evenly over a 
number of years tax-wise as it does if it is taken in big 
lumps for two or three years. The result could well be a 
very substantial loss in taxation. 

MR. STEWART: Have you any thoughts on the 
question whether the Canadian system presently in effect 
is generous or otherwise when compared with the systems in 
effect incomparable industrial countries of the western 
world? 

MR. JACKSON: No, I have no particular comment 
to make. 


MR. STEWART: In paragraph 60 --- 


COMMISSIONER PERRY: Are you leaving this subject? 


wn 


} but there is this economic difference. There is an 
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MR. STEWART: I was going to pass to paragraph 
60, Mr. Perry, which is really the first paragraph. 

MR. ADAMS: I would like to make a comment that 
think there is an element that tends to get overlooked: 
That the economic effect of faster depreciation in the 
early years does amount to giving a benefit to the 
corporation that takes it compared to the straight-line 
method on interest-free. loan. They have the use of the 
money longer instead of turning it over to the Government. 
That is the real difference. 

From your point economically if you have that 
kind of curve, and that kind of curve, they get to the 


same place in the end, and the end result is the same, 


| advantage to the corporation in writing it off faster 


and having. the use of the money. 

THE CHAIRMAN: I had occasion to compare the 
depreciation allowances of this country and certain other 
western countries. While Canada is neither the best nor 


the worst, it was somewhere down the middle. I would have 


| said to the contrary; others that are more generous and 


| others that are not as generous. It would seem to provide 


an incentive for investment. At least I would assume it 


| does for the reason you have given. I do not know whether 


it is effective or not. 

MR. ADAMS: If I may carry this discussion on 
one step further. Largely the effect is determined by 
the prospective demand sign. We have an example in 
Canada today where we have over-capacity in a lot of lines 


and the depreciation incentives are not necessarily 
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producing new investment. 

COMMISSIONER PERRY: I have some questions not 
on the philosophy of depreciation allowances, but on your 
own calculations, which I think are best looked at by my 
examining Appendix A, Table 5. If I wanted to indulge 
in philosophical arguments, I think I would question 
why in your search for increased revenues you loaded about 
half of your total new revenues onto tax which for the 
most part you say is passed directly on to consumers. 

In other words, something like four hundred 
million of the increase in your revenue is going to come 
from corporations, and you have asserted quite positively 
this is simply hidden tax on consumption. However, this 
does not disturb me particularly. It is probably one of 
the concessions you have had to make in order to preserve 
some revenue. I am quite interested, however, in your 
calculations, and I am not quite sure that I follow them. 

I take it that in setting out first of all the 
total capital consumption allowances, and then deducting 


or setting below that total corporate depreciation charge 


in 1960, you were trying to arrive at a residual which was 
non-corporate depreciation. The amount of $2,164,000,00 
is the total of corporate charges in 1960, including 
in your view the excess charge. From this you 
establish - as a ratio of corporate capital cost to 
total, and I take it that the difference would be non- 
corporate capital cost. 

We then move down to your own basis of a 5% 
allowance which brings you out to $1,749,000,000.00 as a 


means of determining what you think is the excess corporate 


29 


30 
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capital cost. I might point out in passing that if you 
assume a 6% rate instead of the 5% rate, and 6% would be 
just as easy to support as 5%, then your excess disappears 
virtually. 

However, leaving that for the moment we will 
go on then to your next calculation. From these figures 
determine that excess corporate capital write-offs were 
$415,000,000.00, and then you apply your ratio ef.2 2% 
to this amount to get your total excess write-off for all 


business, both corporate and non-corporate. 
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Hence, estimated total hidden profit in total 
capital cost allowance is two times that, which is the 
ratio you had originally established, which I assume to 
reflect the ratio of corporate write-offs to all write- 
offs. This produces the figure of $830,000,000 and 
this is where you really escape me because you apply to 
that figure a 50% corporate tax as though this was all 


on excess corporate write-off. I could follow if you 


had applied 50% to the $415 million and then gone on and 
said that the rest must be non-corporate write-off and 
applied some rate to that and added the two figures, but 
I am wondering whether you haven't a bit of double 
counting in there. 

MR. ADAMS: You have me. There is an error. 


i The reason for this back-handed method of going at it 


was that there was no book value on depreciable assets 


for non-corporations. The error was, as you point out, 
in applying corporate tax rate. 

COMMISSIONER PERRY: To the whole amount. 

MR. ADAMS: It should have been the average 
lindividual rate applied to half of it. 
COMMISSIONER PERRY: You lose a couple of 
hundred million dollars in this process. 

MR. ADAMS: It is a mistake all right because 
averaging individual rates --- 

COMMISSIONER PERRY: I have every sympathy 
with you because it is a very involved calculation. IL 
think probably the national figures might have some 
deficiencies even for the purposes for which you are 


using them. It is pointed out, for example, this includes 


S 


mu 


1 


2 
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depreciation on housing, the total capital consumption 


ment. 


MR, ADAMS: 


allowance. However, I don't want to press this too far 


if you say there is a double count. 


I agree there is a mistake there. 


The trouble is there is no principle value for the non- 


corporate depreciable assets. I was trying to get at it. 


COMMISSIONER PERRY: As a horseback estimate 


this wasn't a bad try. 


MR. STEWART: 


60 where you say this: 


(to aay tax." Dowd 


Mr. Jackson, could I go back to 


page 32 and refer you to the third sentence of paragraph 


‘Now, really colossal sums, ear- 


marked as depreciation or depletion, are never subjected 


like to confine my question to the 


depreciation element only. I would like to put it to you 
this way: let us suppose a new company is formed and that 
a particular amount of capital is invested in it and part 


of that capital is utilized to purchase depreciable assets. 


Then, as the company goes on with its operations, 


subjected to any tax. 


it claims depreciation on these depreciable assets. It 
would appear to me that the depreciation which is claimed 
is designed to maintain the funds which were invested in 
the depreciable assets and to enable the company in due 
course to replace those assets as they wear out.: I am not 
quite clear, I am sure, if that reason is correct how 


these depreciation provisions can be treated as never 


We start off with a capital investment and the 


MR. ADAMS: 


object of the exercise is to maintain the capital invest- 


Imbedded. in your example is the 
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fact that the depreciation allowance does equal the used- 
up value. A good deal of the argument on this question 
is that the present system of capital cost allowance 
allows deductions which are far in excess of the used-up 
values. 

THE CHATRMAN : Wouldn't that be true only if 
you went beyond 100%? 

MR. ADAMS: No; I should think in any amount 
my statement would apply. 

THE CHAIRMAN: It is the interest factor you 
referred to a few minutes ago? 

MR, ADAMS: It produces funds for the company 
to buy new assets. The point we are making: it short- 
circuits what was normal in past years, income flow from 
corporations to individuals and back to corporations 
through the open market. 

THE CHAIRMAN:. Excuse me, Mr. Stewart. I 
don't think I succeeded in clarifying the matter a bit. 
L. etilt think that those reserves must be eventually 
subjected to tax, I don't understand now they could be 
eventually excluded. 

MR. STEWART: If I may go on and draw your 
attention to paragraph 63. You refer there to certain 
exemptions and special provisions which relate to new 
mines, pre-production expenses of the petroleum industry, 
cost of research facilities and so on. These are all, 

I take it, Mr. Jackson, incentive provisions which have 
been introduced either because it is considered that 
there are particular risks attached to a particular 


industry or because it is considered, and I am thinking 


— 
—_ 
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now of the research provisions, that there is a need for 
greater efficiency in industry and therefore research 
should be encouraged. These don't occur to me to relate 
to depreciation and capital cost allowance. 


Dealing with them as they are, do I take it 


| you consider that these provisions are bad and should 


be eliminated? 

MR, ADAMS: If I may attempt to give an answer, 
Mr, Stewart, the thinking of the Union in this whole 
area as, I think,isset forth later on is: we are not 
very much impressed with the efficacy of. tax incentives 
as they are devised under the present conditions in 


Canada to do the job you have described for them. That 


lis the essence of this position. 


Mk. STEWART: Thank you very much, 

Ii, ADAMS: These tax incentives are not very 
effective under present conditions for the reasons given . 
under that particular section. 

MR, STEWART: You have a section commencing on 
oage 34 entitled "Tax Havens." I don't intend to go into 
this at any length: I would like to ask you.this: are 
you suggesting that there is something inherently wrong 
in Canadian capital, whether it is capital of an indivi- 
dual or capital of a corporation, being employed outside 
Canada? 


MR, JACKSON: If the purpose is purely to escape 


MR. STEWART: Where do we draw the line? Let 
ct a Canadian commercial company or indus- 


trial company establishes a subsidiary abroad which 
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sible? 

MR, JACKSON: That is not included under what 
we have called ‘Tax Havens." ‘Je have given you specific 
instances; the Sanford Trading Company with the Canadian 
Westinghouse Company, which certainly has all the 
appearances of merely being a means to escape taxes. 

MR, STEWART: I was wondering how far you were 
going because in paragraph 68 you appeared to be critical 
of Section 28({1)(d) of the Income Tax Act, which permits 
a foreign subsidiary, for example, to remit dividends 
to its Canadian parent free of Canadian tax. 

MR. JACKSON: This is an area where we are 
raising a question more than making any positive proposi- 
tion. We are raising the question for the Commission to 
look at. 

MR. STEWART: Well now, I will go over to 
paragraphs 74 and 75 where you deal with certain statis- 
tics relating to dividends. [I have had put before me a 
itable which relates in particular to this vroblem of 
discrepancies which you raise. You indicate, in paragraph 
74, that cash dividends amounted in that varticular year 
to $1,631,900,000. You say that $470,000,000 of that 
was paid to non-residents and you say that $315,900,0900 
was reported by individual taxpayers. 

Well now, there is a figure, Mr. Jackson, which 
appears in the 1962 Taxation Statistics, one of the books 
to which you refer at page 153, and you will find on 
that pase that the dividends received by Canadian corpora- 


tions in 1960 amounted to $514,000,000, so that if we 


ay 
n 
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total the $470,000,900, the $315,000,900 and the $514,000,0p0 
we get a total of $1,299,000,000. After we subtract that 
from your figure of $1,631,900,009 there is a balance of 
$332,000,000 which I think is one that must be accounted 
for and it has suggested to me that may be made up, at 
least in part, by dividends to non-taxable pensions funds 
and other non-taxable institutions and individuals. 

It may well be, of course, that there are some 
dividends which are not reported for tax purposes. I 


thought you would be interested in the results of the 


iresearch of the Commission staff to date on the question 


vou raise; 
HR, ADAMS: The question that bothered us was 


the difference between the $315,009, 000 and the $408,000,00 


le appreciated wives receiving dividends but not receiving 


enough income to be taxed and things like that would 
eccount for some amount, but it seemed like a large amount 
Eo be covered by things like that. -We had n> means of 
trying to reconcile the figure. 
MR. STEWART: If we go over to paragraphs 84 

and 55 you deal with what you suggest the exemptions of 
individuals and families should be for income tax purpeses. 
In 1960, according to this same book, entitled "1962 
Taxation Statistics," which relates, as I think I men- 
tioned, to the 1960 taxation year, it appears on page 8 

of the brief the number of Canadian individuals who are 
taxpayers was 4,389,766. The effect of your proposal 

as I see it from paragraph 85 is that you would eliminate 
something over 2,800,900 of those taxpayers. 


Im, ADAMS: The figures we arrived at were 
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930,900 single persons and 1,936,000 families would be 
removed from the taxpayers. 


MR, STEWART: Having regard to the differences 


of family I take it that the total number eliminatec would 
be the total of these two figures? 


BR. ADAMS:. Yes. 


- MR, STEVART: This is substantially more than 


gi nalf the present taxpayers. Again, looking at page 38, 


| the amount of tax which you say would be lost which totals 


10| just over $1,000,000,000 would be substantially more tnan 


haif the total tax of individuals which is shown on page 
8 at $1,703,009,990. 


MR. ADAMS: I am sorry, would you sive me your 


last figure again? 

MR, STEWART: .I am looking now on page 8, third 
jlast column, $1,703,000, 000. 

MR. ADAMS: Yes. 

MR. SLEWART: .. So..there is.aloss of revenue here 
for something over half that amount? 

MR. ADAMS: dell,,.ve have .put..some tables in 
where we.try to calculate it. I don't think you can 
calculate it by looking at the table on page S. You nave 
to go through the motions of working out what the exemp-., 


tions and the changed rates would be. This is set out 


fairly fully in Appendix A, Table III and EXT Ge).. 


MR, STEWART: 


I am looking, Mr..Adams, at 


paragraph S4, 


$1,000,900, 900. 


I was wrong in saying something over 


You have $525,090,009 and 3462,990,900, 


a total of $987,000,000, which is more than half the total 


proceeds of the tax in that year. 
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1 MR. ADAMS: Yes, ‘ 
2 MR, STEWART: I take it the effect of this, 


3) having regard to what you have said earlier in your 

4] submission about the incomes -. of members of your Union, 
5) is that all or a great majority, at any rate, of the 

6| members of your Union would be exempt from income tax 

7| altogether under this proposal? 

8 MR. JACKSON: We are using the average of the 

9 industry, not of the Union. 

10 MR, STEWART: Let me rephrase the question: the 
11] effect would be that the average member of the industry 


12) would be completely free from income tax? 


13 MR. JACKSON: The average member of the industry, 
14] yes 

| 
15 MR, STEWART: So that if we succeed in doing 


16) vhat you suggest, including the further reductions that 

17|| you suggest later on may be possible if capital gains tax 
18} is imposed, the members of your industry, the wage-earners 
19} of your industry, and other people similarly situated 

20} throughout the country, will bear no income tax burden, 
2ijand, in fact, a very small tax burden of any: kind? 


ie UR. JACKSON: They will still be left with a 


23||rather small income, net spendable income. That is the 
24) basic point. 

25 MR, STEWART: I just wanted to be sure I under- 
26] stood this, I take it that you consider that it is in 


27 || the public interest that as large a proportion of the 


28 || population as this should live in a country and be 


29|| completely free from tax? 


30 MR, JACKSON: I would put the question the 
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1] other way: we believe that the country has an obligation t 
2 assure at least a minimum of decency and health for its 


3|| people. 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO. ONTARIO 1355 

MR, JACKSON: If their incomes are that low 
that they cannot meet that standard of health and decency, 
there should be no taxation. 

MR. STEWART: I think we would all agree that 
it is most desirable that all the population be ‘pitas ta 
live at a decent and proper standing, but you, in any 
event, consider that income up to $6,000.00 should be 
free from income tax and over a period, while these 
proposals of yours were being put into effect, they would 
be virtually free of tax altogether? 

MR. JACKSON: We have set out two standards. 
One for individual. One for a family standard. $2,500.00 
for an individual and $6,000.00 with a family. 

We believe that the taxation impact should be 
on those incomes that are above that level. We believe, 
further, that the higher incomes are derived from the . 
employment of those in the lower income levels and are, 
therefore, derived from the measure of exploitation of 
those people in that they are deriving the benefits of 
the productive activity of those who are in the low income 
bracket. 

Therefore, the impact of taxation should be on 
those incomes, not on the incomes of productive workers 
who cannot maintain a standard of health and decency. 


THE CHAIRMAN: May I interject here? I do not 


want to get into the economic and social doctrines of this 


matter, but I did not gather that the figures you set 
forth of $2,500.00 and $6,000.00 were described here as 
minimum decent standards. In looking at page 9 I see 


typical family expenditure, and down below I see a certain 


et 
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budget. Do I now understand the words "typical family 
expenditure" you set out to be synonymous with "minimum 
decent standard"? 

MR. JACKSON: No. We have only gone that far at 
this stage. We have not approximated minimum standards. 

COMMISSIONER PERRY: On.the entirely safe 
grounds of arithmatic, I wonder if it would be possible 
for the witnesses to recalculate the table on page 11, 
that is the incidence of present taxes, to show the 
incidence as it would be after implementation of your 
proposals,because there are more taxes involved than 

income tax. Could that be done and submitted to the 

Commission? I don't mean at this moment. 

MR. ADAMS: We will try. 

MR, JACKSON: We will undertake to do it, sir. 

COMMISSIONER MILNE: I have a question I would 
like to ask you at this point, Mr. Jackson. If seems to 
come up easily now, and I would like it clear for my own 
notes. I have been interested particularly in the family 


unit and the tight budget of the workers and the 


| expenditure pattern, and I have written down, in my notes 


q2/hrom r<@ survey to which you referred a little bit earlier 


23 
24 
25 
26 
27 
28 
29 


30 


this morning you spoke about the. , family unit, 
that the poverty level would be incomes under $4,000.00; 
that the deprivation level is $4,000.00 to $6,000.00 and 
then the $6,000.00 to $7,000.00 is a comfort level, so 
that at this point you are taxing at the comfort level? 

MR. JACKSON: On the basis of our proposition 
we say that incomes up to $6,000.00 on a family unit 


should be tax-free. In other words, we put our people on 
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1| the basis of the Keyserling Report in the middle bracket, 


2| not in the top bracket. 
3 THE CHAIRMAN : You say that Government expendit - 


4| which is collecti® expenditure for all of us, taking in 
5| our garbage, if you like down to that level, social 

6| welfare and all the rest of it, should not be borne by 
7| people up to the $6,000.00 bracket whetherthey derive 

gi benefit from that. The cost of that benefit should be 
g| levied on people with something in excess of $6,000.00; 


19| 1s that correct? The $7,000.00, $8,000.00, $9,000.00, 


12] MR. JACKSON: We have set out a table in that 


regard. The $6,000.00 is a family income unit. $2,500.00 


11| $10,000.00 people ought to pay the shot. 
14) is for an individual. We have not proposed getting into 
15 all taxes that there are. We haven't gone into the 

16| Question of property taxes, for instance. 

17 | THE CHAIRMAN: Oh, I saw a mention of that im: 
18|| the budget. 

19 MR. JACKSON: That would still be included in 
70|| the budget even if our proposals were implemented. 

1 MR, STEWART: Can I move on to paragraph 96 on 
22|| page 52? There you recommend that in addition to the 

93| tax paid by the corporation, the proportion of total 

94| corporate after tax-profit, in effect, be deemed to be 


25|| distributed to the shareholders and that a 15% tax on 


26|| the amount deemed to be distributed should be withheld 


27| by the company. 


28 Having regard to your views as to the shifting 


29|| of the ordinary corporate tax, would you consider there 


30 


would be any risk that that 15% would be passed on to 
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consumers and labourers as well? 

MR. JACKSON: I wouldn't think so. It is a tax 
collected on behalf of an individual, the ultimate 
recipient in the tax pattern, with the corporation merely 
acting as a tax collecting agency as they do on salaries 
and wages. 

MR, STEWART: One suggestion which has been made 
to us in earlier hearings is that, to the extent the 
income tax is passed on it operates as a hidden sales 
tax which applies to goods generally, including goods 
which are exempt from normal consumption tax. I don't 
think you made that point in this particular brief, and 
I wonder if you would care to comment on it. 

MR. JACKSON: The statement is that the corporate 


tax, by and large --- in fact, we say the total is passed 


on and, therefore, acts as a brake on consumption. It 
is essentially our position and it appears in the price 
of commodities and services. 

MR. STEWART: You told us earlier that as far as 
this tax to be withheld is concerned, you would treat rl} 
residents in a special way. You would treat payment to 
corporations who were non-residents as taxable, in effect, 
at the progressive individual rates. Have you got so 
far as to consider how you would treat distribution to 
life insurance companies, pension adie charitable 
foundations, and so on? 

MR. JACKSON: Those would redound ultimately to 
the benefit of an individual and can be carried through 
one corporation or the other to the ultimate recipient. 


MR. STEWART: In the case of unincorporated pension 
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funds there might be a problem. Charitable foundation 
does not have shareholders at all. 

MR. JACKSON: We have raised --- I don't know 
whether we raised it here or not, come to think of it, 
the whole question of the foundations. We think that 
that is something that the Commission should look into as 
to whether those foundations are used for the purpose 
declared or whether they are havens, if you will, tax 
havens for corporations. 

MR. STEWART: I am coming to your —, 
capital gains tax as it applies to individuals. You 
have already told me that the tax would not be a special 
flat rate tax. The capital gain. would be included in the 
ordinary income tax at the progressive rates. Have you 
considered what should be done as regard capital loss? 
Would you have it deducted from income? 

MR. JACKSON: We would not argue that way. We 
were talking about capital gains. What is the end result 
in terms of a year's capital? 

MR. STEWART: Supposing a particular individual 
in that one year does not have capital gains, but has 
capital losses. Does he get relief? 

MR. JACKSON: What is his net worth at the end of 
the year? 

MR. STEWART: I don't think you can --- 

MR. JACKSON: We don't have to argue as to how 
he arrived at the end result. What has he got at the end 
of the year? That is what we are concerned about. 

MR. STEWART: I suggest to you a net worth tax 


is quite a different thing from a capital gains tax. 
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MR. JACKSON: That is the direction that we 


2) are proposing ultimately to move in. 


3 


4 


wm 


On 


MR, STEWART: In this transitional period, when 
there is simply a capital gains tax, it sometimes happens 
that people do sustain capital losses. They may ina 
particular period have both gains and losses. I am asking 
you if there is a loss, whether that will constitute a 
deduction from incom. 

MR, JACKSON: We wouldn't argue that it would 
constitute a deduction from income tax. 

MR. STEWART: That seems to be a somewhat Irish 
answer: You would not argue that it would. Have you 
considered this question to the point where you could 
say wheather, under your system, both capital losses and 
capital gains are to be taken into account? 

MR. JACKSON: We have taken them into account 
in terms of what is the end result at the end, in terms of 
gain. We have not looked at the exceptions which would 
turn up losses. 

MR. STEWART: Now then, looking at paragraph 101, 
to which.we have already referred, I am now referring to 
the last sentence on page 55, of paragra ph 101: 

"Eventually, therefore, we should look to a 

simple tax system consisting wholly of steeply 

- progressive rates on all increases of wealth 
accruing to individuals." 
As matters now stand, it appears to me that 
the number of individuals in Canada who will be income 
tax payers is going to be markedly small. I wondered if 


you had considered what the effective tax rate on 


| 
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individual taxpayers would likely be in that system? 

? MR. JACKSON: Have we projected the tax structur 
to the point of increased PientoeN on increased wealth? 

We have not projected it. We have considered, as far as 
we have gone at this moment, the projected tax structure 
would meet the needs of Government. 

While you say that the number of taxpayers will 
be much smaller, the accretion of wealth could be 
substantially greater. 

MR. STEWART: Well, certainly if capital gains 
are brought in and are substantial the tax base would be 
broadened in that respect, mt I cannot help think this: 
That the amount of revenue, Government revenue which under 
your system is to be derived through the income tax, is 
going to be very high. The number of individuals who are 


going to be contributing that revenue is comparatively 


| small, and therefore, the effective rate of the average 


rate of tax which would be payable would be very high 
indeed. 

MR. JACKSON: I did not get the last woth 
sorry: 

MR. STEWART: My last point was that having 
regard to the amount of tax required, the numberd people 
who would be contributing to it, the average rate of tax 
payable by those individuals would be very high indeed. 

MR. JACKSON: But that is where the wealth of 
the nation lies and, therefore, that is where you have to 
go for the tax. It is not a matter of people. It is a 
matter of wealth that has to be taxed and the people who 


have the wealth are the people who should pay the taxes. 
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THE CHAIRMAN: Might I ask just what, if any, 


calculation has been made as t whether if all wealthy 


people, that is $10,000.00 or more, we will assume, 


contribute their entire income in excess of $10,000.00 


to the Government, what the balance of taxes would be? 


I just don't think there are enough wealthy people in the 


country for that kind of exemption. I think before you 


knock half the people off the tax rolls, some kind of a 


calculation should be made. 


MR. 
or increments 
THE 
definition of 
of. wealth. 
MR. 
MR. 


calculated it 


JACKSON: What are we talking about? Income 
in wealth? 
CHAIRMAN: I am prepared to accept your 


income, which I presume includes all movement 


STEWART: All realized income. 
JACKSON: It is our supposition, we have not 


out to the nth degree, there is adequate 


wealth there to be taxed at the level to provide the 


needs of the nation. 


MR. 
_ THE 


to ask. I am 


STEWART: I have no further questions. 
CHAIRMAN: I have one question I would like 


interested in the suggestion that corporatio 


taxes should be eliminated because as this gentleman 


pointed out it really operates or they suggest it operates 


as a sales tax without the rules which are imposed on sales 


taxes. Would 


you, therefore, join with the other 


organizations, such as the Manufacturers' Association, 


the Chamber of Commerce, etcetera, in pressing for a 


reduction in corporation taxes if it could be achieved 


within budgetary limits? 


| 


oo 
SS 
5 ° 
a 3 
of ANGUS. STONEHOUSE & CO. LTD. 
te “A TORONTO, ONTARIO 1323 
— 


1 MR, JACKSON: We did look over the Manufacturers 


2 Acteamameet presentation as it was written up in C.C.H. 

3) and we were totally unimpressed with their proposition. 

4 We do not see a move in that direction as being 
5| other than just sort of tickling the situation. We would 
6| not advocate that that be the direction our move be made 
7) in. 

8 THE CHAIRMAN: They wish to reduce corporation 
9| taxes, you see. 

10; MR, JACKSON: We wish to see it eliminated. 

ii} THE CHAIRMAN: But to get it eliminated wouldn't 
12|| you have to go at it by degrees? 

13 MR. JACKSON: We do not let that stand on its 
14| own feet, We never thought that that. proposition, the 
15] capital gains, should stand by itself. It is almost 

16|| meaningless in its ultimate effect in terms of what we 


17|| are concerned about. We do not think there would be a 


18] reduction in price commensurate with it. 
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e 
“anuat 


ST /dpw 4 THE CHAIRMAN: Thank you. I get your point. 


3] you have anything else you wish to put before us or say 


| 
- 
2|| L think that completes our questions, Mr. Jackson. Do 
| 
4) to us? | 
5 MR. JACKSON: I would think not. I think in the | 
6 course of the brief itself and the questioning that has | 
7\| gone on you have plumbed most of the depths we are 


8|| concerned about. 


9 THE CHATRMAN: You have certainly provided us 


| 
| 
10| with a most stimulating and thoughtful submission. We 
11| have had a very good morning, indeed, thanks to you. 
12| ie are greatly appreciative of your efforts in the | 
national interest because I accept it as being in the | 
national interest that you are doing this, and we are very | 
grateful. Thank you very much, gentlemen. | 
MR. JACKSON: Thank you. | 
THE SECRETARY: There is nothing more this 
morning, sir. Tomorrow, at 9.30, we have Hiram Jialker- 
Gooderham ey aaees of Walkerville, Ontario; also, the 
Institute of Edible Oils, Toronto. 

THE CHAIRMAN: We will stand over until 9.39 


tomorrow morning. 


--- Adjournment 
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ANGUS, STONEHOUSE & CO. LTD. 


TeneNTe, OWEARIO Toronto, Ontario, 1326 
Fricay, 
1 May 10th, 1963. 
2 --- Gn commencing at 9.39 a.m. 


3 THE CHATRMAN: Even though it is five minutes 


4] early I see no reason why we should not start. Would you 


5] like to start now? 
! 


MR. KIDD: We are ready right now. 


THE CHAIRMAN: Mr. Secretary, would you put 


things in motion and introduce our guests? 

THE SECRETARY: Thank you, Mr. Chairman. Good 
morning, Mr. Chairman and Commissioners. We have this 
morning with us officials from the Hiram Walker-Gooderham 
and Worts Limited, Walkerville, Ontario. Mr. Snelham, 
Comptroller of the company, and Mr. P.J.G. Kidd, Assistant 
Secretary, arehere. Mr. Snelham will speak first to the 
brief, lI would like to enter tne brief of the’ Hiram Walkertf 
Gooderham and VWorts Limited into the record as Exhibit No. 


oT. 


--- EXHIBIT NO. 57: Submission of Hiram Walker-Gooderham 


and Worts Limited. 


} SUBMISSION OF HIRAM WALKER-GOODERHAR 
AND WORTS LIMITED 
Appearances: Mr. T. Snelham, Comptroller 
pry P50... Kees 0; 
Assistant Secretary 
THE CHAIRMAN: Thank you, Nr. Secretary. Good 

orning, Mr. Snelham and Mr. Kidd. 

MR. SNELHAM: Good morning, lir. Chairman. 

THE CHAIRMAN: 


It is usually our practice to 


invite people appearing here to speak to their submission 


j 


2 


4 


s 
< 
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if they wish to do so, and we certainly suggest that they 
remain seated unless they like to stand up. You may do 
whatever you please. We have read what you put in with 
considerable interest. If you wish to speak to it we 
will be glad to hear from you. We have a few questions 
which we will address to you later. 

liR. SNELHAM: We have a few comments we would 
like to make. 
THE CHAIRMAN: Fine. 


MIR, SNELHAM: The termination of paragraph 2 of 


i\Article 11 has, in effect, increased the withholding tax 


from 5 to 15 per cent on dividends flowing from Canadian 
acne to the United States parents, and on dividends 
flowing from the United States subsidiaries to their 
Canadian parents. 

THE CHAIRMAN: Can you speak a little louder? 

MR. SNELHAM: It is this latter point that 
concerns us. Profits of our subsidiaries in the United 
States are subject to a tax of approximately 52% in that 


country. Can you hear me now? 


24 


— aS 


26 


27 


28 


29 


THE CHAIRMAN: Yes. 
MR. SNELHAM: Dividends paid from the remaining 


48% are now subject to a tax of 15%, none of which is 


recoverable in Canada since dividends from the subsidiaries 
are not taxable under the Canadian Income Tax Act. 


Ef we start with one million dollars of U.S. 


taxable income, the income spendable in Canada after 
nited States income taxes and U.S. withholding taxes of 


15% on dividends from the earnings of a million dollars 


39 |is about $412,009, 
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1 This figure “a approximately $48,900 less on ae 
2\ same million dollars of U.S. taxable income that is 

, available for dividends than it was at the former 5% 

4| withholding rate. This amount of $48,900 is in itself 

s| perhaps not huge, but it does represent a 105% reduction 

6| in income available in Canada. 


7} Furthermore, we are firmly convinced that the 


14 The withholding rate on dividends was increased 
15jfrom 5 to 15 per cent, and surcharges on imports were 

16) imposed in 19690 through a crisis in Canada's balance of 
17 Payments. The surcharges have now been removed again 
igipermitting a freer flow of goods. We are of the opinion 
9that the restoration of the former 5% withholding tax 

29 | would permit a freer flow of capital that would be in 
21|Canada's long-term interest. 


22 Many western countries are moving toward lower 


gaithis area is beneficial. If trade in goods is being 


2g jas efficiently as a high tariff will keep out goods, a 


29 high withholding tax on dividends from capital invested 


30 jin a country will prevent such capital from coming in. 
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1 In advocating a 5% rate we have been influenced 
2|| by the former rate. We would call your attention to the 

3] lack of any withholding tax on dividends flowing to 

4| Canada from the United Kingdom and New Zealand and probabl 
5) Belgium. If you have any questions on our brief we would 
| 
él be pleased to try and answer them. 

7 THE CHAIRMAN: Thank you, indeed. We certainly 
8) have a few questions. I think perhaps our concern would 

gi be to find what might be a neutral position with regard to 
10 taxation in Canada on foreign capital. I think that may 


11))be defined as placing capital which is invested in Canada 


12||\from the United States in roughly the same position as it 


13|,would be if it were invested from other countries. 
14 You have in here indicated that earnings going 


15|/out of Canada are taxed at about 59%. 


16 | MR. SNELHAM: Yes. 

£7 THE CHAIRMAN: Which is the earnings tax plus 
2 4g]15% on the balance. 

19 MR, SNELHAM: That is right. 


20 THE CHAIRMAN: I wonder if one were investigating 


2Qijmoney invested from the United States, and looking at all 
22\\the possibilities whether Canada would look particularly 


93\\bad as compared to the situation in other countries. 


94|iNould you have any views on that? 
’ as MR. SNELHAM: As far as we have been able to 
26 |idetermine, U.S. capital could be invested in the United 


27 Kingdom at a lower overall rate than 59%. There is no 


28 (withholding tax in the normal sense of the word. As you 
29 iknow, they gross up the dividend there. 


30 We are quite certain that the Argentine overall 
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1| tax is lower; France, Australia, I believe is, and even 
2\| possibly Germany. It is very hard for us to get some of 
3) these figures. 
4 THE CHAIRMAN: At this stage I do not believe 
we have those comparable figures, and we will probably 
secure them as we go along. I was wondering whether you 
had any. 

MR. SNELHAM: We have made some studies, yes, 
and we are almost positive about the four countries I 


just mentioned as being lower than Canada, and we like 


to try to find countries where American capital might 
go instead of Canada. 
THE CHAITREAN: That is what we would like to 


know; whether there are countries which are more attractive 


than Canada. Ef you have any information on that score 


and would care to make it available to us, we will be | 
very glad to receive it. 

MR. SNELHAM: We shall be very glad to send it 
to you. 

THE CHATRMAN: Thank you. 


COMMISSIONER PERRY: iI wonder if Mr. Snelham 


would care to offer amy comment as to what has in fact 
been the effect of this change in this withholding tax. 
The arithmetic is fairly easy to understand. ‘ould you 
care to say what has been the effect in your own case or 
in any other cases of which you have knowledge? Have any 
of your own plans for expansion been changed? I am not 
really probing here; I am Just seeking information. 

MR. SNELHAM: I do mot think I could truthfully 


say that our own expansion plams in Canada have been 


Rr"). 
< 
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1| affected. There are many other things besides taxes that 
q| affect that. 
3 It is quite evident that the increase in the 


withholding rate from 5% to 15% does affect our cash 


| position to some extent because the United States keeps 


it, but again that is a factor. Whether we expand 

7, depends on many things. 

8| COMMISSIONER PERRY: This in itself is important 
g| to the Commission. So many people are prone to blame 

10 taxes for everything. Quite often there are three or 

Ty Ae other considerations of equal importance. 

ial MR. SNELHAM: Well, I do not think we. would 

13); claim that taxes are the only thing that affect our 

44) decisions. . It is certainly a factor. 

15 THE CHAIRMAN: When you look at the opportunities 
16|\for investment abroad and you rate taxes in those oppor- 


17 tunities, of courses it is a necessary cost and you 


1g||cCompute the profit having regard to that cost. 


19 Mik, SNELHAM: That is correct. 
20 THE CHAIRMAN: You have investments in a number 
91|0f countries, I believe. Would the changed situation in 


g2\\the States, you believe, influence your decision as to 
93investment in the States as against other countries? 


24 MR, SNELHAM: No, I do not think it would because 


- 95 basically our investments in various countries depend on 
26 the market. 
27 THE CHAIRMAN: Yes. 
28 COMMISSIONER PERRY: I take it from your 


2 iseneral presentation that you are reconciled to some 


30 pvithholding tax even though a small withholding tax would 
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1) be over and above your Canadian tax burden? 


MR. SNELHAM: It has never been less than 5%. 


We would have asked for zero, but it was 5% for many, 
4| many years. There are some countries that do have no 
s| withholding at all. What we are really asking is just 


6] t° go back to what we had 20 years ago - for over 20 


THE CHAIRMAN: You believe this 1960 change 


MR. SNELHAM: I suspect so, although we have 
lho figures. 

COMMISSIONER PERRY: Just as a point of fact, 
141 seem to recall in reading your short presentation you 
1$|)said that the austerity taxes on imports came on at the 
16|;}same time as this change in the withholding rate. In 
i7\jother words, December, 1969. 

I think, in fact, that they were only brought 
in last June at the time of the exchange crisis. This 
20||\does not affect your argument in any way, but I think, as 
21a matter of fact, that is the position. . 
22 MR. SNELHAM: Mr. Kidd says I am wrong and that 
a3\\you are right. 
24 COMMISSIONER PERRY: I say it does not affect 
a5 \ithe argument at all. I think it is true, though, that 
26 they were a little more recent. 
27 THE CHAIRMAN: The purpose of our questioning 


28 is, of course, to make sure we fully understand what you 


29 put before us, and I think without further questions we 


30 |ivery clearly do understand. We will certainly consider 
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1| the matter, I can assure you, and we have lots of time to 
2|| do so before we put in our report. 

3 We are very much obliged to you for bringing 

4! us this submission and for the bhouehbal If you have any- 
5 Ging more on the subject, be sure to send it to us. 


MR. SNELHAM: Thank you, sir, 


7\ THE CHAIRMAN: We are very much obliged to you. 


8| Thank you very much. 
9) MR. SNELHAM: Thank you so much, Mr. Chairman, 


10) Commissioners. 


12||--- Short Recess 
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THE CHAIRMAN: Mr. Secretary, would you be kind 
2| enough to introduce our visitors to us. 

3 THE SECRETARY: We have with us this morning 

4| officers of the Institute of Edible 011 Foods. Miss 

5| Margaret Hyndman, Q@.C., is the President of the Institute 
6| and she will siiiesie to the brief, which I now enter as 

7|| Exhibit 58. 

8 | THE CHAIRMAN: Good morning, Miss Hyndman, 


9| gentlemen. 


10 
11 ---EXHIBIT NO. 58: Submission of the Institute 
of Edible Oil Foods. 
12 
13} 
SUBMISSION OF 
14 
THE INSTITUTE OF EDIBLE OIL FOODS 
15 
16 
APPEARANCES: 
17 
18 Miss M. Hyndman, Q.C. 
R.E. Merry 
19 W.G. Milliken. 
20 
ye _ THE CHAIRMAN: Would you care to introduce your 


22|| associates, Miss Hyndman? Usually in these matters our 
93|| visitors speak to the their briefs,summarize or add to 

24| them or whatever they please. We have all read it and it 
25|| is entered into the record without reading. We have a 

26 || few questions we wish to put to you which we will do. in 
27|| due course. In the meantime we would like to hear from 
28 || you. Please remain seated. 

29 MISS HYNDMAN: Mr. Chairman, Mr. Bennett has 


30 || elevated me very considerably in his introduction by sayin 
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1| I am president of the Institute. I am counsel for the 

2| Institute. The reason I am presenting the brief this 

3| morning is that Mr. Harry Curtis who is president of 

4) the Institute has been ill. I am pleased to have with 

5| me Mr. Robin E. Merry who is immediate past president 

6| of the Institute and Mr. W.G. Milligan who is vice- 

7| president of the Institute. We regret that Mr. Curtis is 
g| not present. 

9 I don't propose to read the brief and I don't 


10| propose to labour the point too much, because we are 


11| eager to satisfy the curiosity and interest of the Board. 
12|| Compared with the submissions which you have been hearing, 
3| ours are singularly uncomplicated, dealing as they are 
1a! with one tax and one item which is the subject of 
15| taxation. It is the sales tax, and the item in question, 
16| aS you know is margarine. Sales tax, consumption tax I 
17|| think it is so referred to in the Act is passed» 

1g) on to the consumer, so essentially I am speaking this 

19|| morning on behalf of the customers of manufacturers of 

99|| margarine, because they are the people who in the end 

91|| bear the tax by paying the tax which is intended to be 

22|| and is passed on directly to the consumer. We welcome 

23| this opportunity to bring to the attention of an unbiased 

94| tribunal which doesn't have to seek either election or re- 
' 95] election the facts in connection with this one item of 

26| taxation. You will find in our submission the history of 

27|| margarine in legislation on pages 2,3 and 4. 

28 I would like to call your attention to the 

29| fact that in the year 1920 and 1921 there was a suspension| of 


30 || the otherwise 62-year ban on the manufacture and sale of 
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margarine. The provisions of forbidding manufacture and 
sale and importation were in a number of acts, in those 
acts dealing with dairying, and the Act in which this 

was eventually prohibited or eventually removed from 
manufacture and sale was called the Act to Protect the 
Dairy Industry. In 1920 a Statute was passed, not 
repealing, but suspending the portion of that ban for 

one year, and then again in 1921 another Statute was 
passed again suspending the portion of the ban for a 
year. It wasn't until 1948 that the Supreme Cowt fou tre matter 
was one of a regulation of a trade and not the regulation 
of trade and commerce in the sense that is used in the 
B.N.A. and it was ultra vires. The prohibition as to 

the importation of margarine still remains on the Federal 
Statute books. 

I have said and I don't need to labour the 
point that margarine is recognized as a nutritious food. 
I recall when the material was filed by the Federal 
Government in the Supreme Court of Canada on that hearing 
that one of the documents which the Federal Government 
filed was a long statement from medical authorities as to 
the nutritious value of margarine. It is contained in 
the health rules of Canada as one of the basic foods. 

I am not here to advertise the product, but I will call 
| your attention to these facts, because I have referred 
to it as a basic food. 

As I have outlined on page 4 at the time that 
the Supreme Court of Canada was finding or considering 
| the question of whether or not the legislation should be 


| declared ultra vires the Act of Union with Newfoundland 


bdo 
— 


29 


30 
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was consummated and in one of the appendices to my 
memorandum I have submitted the pertinent parts of the 
Act amending the British North American Act and which 
approved the Azreement of Union, and I have also set 
out there one or two of the terms of the agreement of 
the union. I think you will see that the matter of 

the manufacture and sale of margarine was regarded as 
of such importance to the new province of Canada that 
an agreement was reached that no Canadian legislation 
was to prohibit or restrict the manufacture or sale of 
margarine in the province without the consent of the 
province itself. The result has been that the consumers 
of margarine in the Province of Newfoundland have never 
been taxed, and apparently the Federal Government, the 


Parliament agrees with our contention that a tax on this 


| one item of food when others are not taxed is a 


restriction. I think it is perhaps arguable, fair to 
assume that had the Act been declared ultra vires some 
earlier and been recognized as being ultra vires in the 
manufacture and sale of margarine it would have been 
included in the exempted foodstuff. 

However, in the meantime, a great deal of heat 
has been generated and it has become popular to regard 
anything having to do with margarine as a political hot 
potato that is to be avoided. Whatever the reason for 
it is, we urge upon you that it is unfair discrimination 
against the consumer of this nutritious product, the 
consumers who run into millions of people in Canada. 

I would like to call attention to a mistake in 


subtraction, if it is not a clerical error on page 4 of 
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the brief in which I refer to Senator Euler and say he 
fought for 51 years. It should be 31 years. 

THE CHAIRMAN: I don't see that, Miss Hyndman. 
I am sorry, it is on about the tenth line. 

MISS HYNDMAN: I think too, since I have 
mentioned one of the discriminations which has been shown 
against this product that I should say for the record 
that although I have mentioned that restrictions were 
introduced in every Province immediately after the 
legislation had been held to be with . the Provincesand 
that the main one, the one common to all Acts was the 
restriction of colouring margarine. In 1952, the 
legislature of the Province of British Columbia repealed 
that legislation and since then the people of British 


Columbia have been able to buy yellow-coloured margarine. 


In Manitoba, Nova Scotia and since this submission was 
written, in Ontario, there has been legislation eens 
colour, but what a colour! I won't need to go into that, 
because the matter we are comcerned with only is 


taxation. 


On page 5 of my brief there is a reference to 
Federal eae tax as being first introduced in Canada in 
1947. It was first introduced into the Special War 
Revenue Act in 1920. The plan of the Act in the 
first instance was to state all the articles that were to 
be taxed. The plan seemed to be first to go through a 
list of all the clothing that a man or boy might wear, 
starting with fur caps and cloth caps and so on, and 
similarly to go through a list of clothing women or girls 


might use. It is rather interesting history to read some 


i 


2 


3 


4 


29 


30 


ANGUS, STONEHOUSE & CO. LTD. 1339 
TORONTO, ONTARIO 


of the items that were taxed in the 1920 Statute. Later 
the Act was changed and instead of naming all the 

things that were to be taxed, all the items that were to 
be taxed, a general tax was levied and exemptions 
listed. These exemptions are now filed in Schedule 3 to 
the Act. 

What happened in 1947 was that instead of being 
handled as it had been all these years in the Special 
War Revenue Act, provisions were put into an Act called 
the Excise Act. I would like to correct that figure 
there from 1947 to 1920. 

And in addition, although I have saia we are 
representing the consumers! viewpoint and interests 
primarily, we feel it proper to bring to the attention 
of this Commission that the oil seed potentialities in 
Canada which from a taxation standpoint and the standpoint 
of economy is a matter of very considerable importance 
and if encouraged in that way, including a lack of 


restrictions on the end products, we say can enlarge 


| not only the farm income, but the general economy of 


Canada. 

If the members of the Commission should be 
interested in Mr. Euler's submissions on this question of 
sales tax, I would refer you to the Hansard of Wednesday, 
June 22nd, 1960 where some of the arguments which I have 
endeavoured to put before you this morning are set forth. 

I think, perhaps, I ought to say one thing as 
to the procedure by which the tax is not paid on sales of 
margarine in Newfoundland. It intrigues one as a lawyer, 


and I think is without precedent in regard to any other 
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item subject to tax. Monthly the companies who cinsin tection 


margarine write to the Department of National Revenue 


Customs and Excise and report the dates of shipments to 
Newfoundland and names and addresses -. the consumee, 

the quantity shipped in pounds and the value, and then 
they add a certificate that the above statement constitute 
an actual complete return of all oleomargarine supplied 

to persons or firms in Newfoundland during the month, 


| whatever it is, and to the best of our knowledge and 


belief the entire quantity is for consumption in 
| Newfoundland. In due course they are informed that Order 
in Council bearing date of so and so and numbered so and 


so remitting to your account saies tax amounts so and so 


| has been passed. 

To sum up, if I may, primarily the tax on 
margarine is not a tax, but the instrument, whether 
intentional ornot, of discrimination against a 
nutritious food product. It is anomalous and from a 
constitutional and legal standpointunhealthy that there 
| should be a tax levied on a part of Canada which is not 
Detatdea: to the whole of Canada, and that in the budget 


| of Canada the tax on margarine is negligible. To the 


| consumers who have large families and not a very large 

| Ancome it is a considerable item and is a real hardship, 

Pheceuse as I have said, the incidence of the tax is borne 

| by the purchaser of the margarine. We would be glad | 
to answer any questions. 

| THE CHAIRMAN: Thank you very much, indeed, Miss 

| Hyndman. We certainly have a few questions. You have 


| stated that the tax is passed on to the consumer. I was 
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ae 


1| wondering just how that applied in this unique taxing 

2|| procedure with regard to Newfoundland. Would the price 
3] of margarine then be different for Newfoundland than for 
4| the rest of Canada? | 

5| MISS HYNDMAN: I will ask Mr. Merry to answer 


6| that question. 


30 — 
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MR, MERRY: I think the price of many commoditie 
in Newfoundland is different. Very often it is hicser 
because of the additional transportation cost. 

Competitive brands would be the same in Newfoundland. 
They would bear the same relative price range as they 
would in the rest of Canada but whether they will be 
higher or liower I couldn't say. I think it probably 
would be higher because most goods manufactured on the 
mainland and sent to Newfoundland are somewhat higher 
because of the transportation cost. 

THE CHAIRMAN: You can assure us, I take it, 
that margarine is cheaper in Newfoundiand than it would 
be if an Order in Council remitting the tax were not 
passed monthly? 

MR.-MERRY: Indeed, yes. As a matter of fact, 

a lot of it is made in Newfoundland. There are plants 
in Newfoundland and the majority of it is made there. 
It certainly has the lowest possible price it could have. 

COMMISSIONER WALLS: With respect to the situa- 
tion in Newfoundland, was the difference in cost treatment 
not due to the fact of the agreement when Newfoundland came 
into confederation, that they would continue to keeo 
margarine on the basis that they had been getting it 
heretofore? 

In other words, in Newfoundland they produce 
no butter. Practically 100% of their milk goes on the 
uid market. Newfoundland was always a margarine country. 
I believe the reason the concession: was made was an agree- 
ment at that time to assure the people of Newfoundland 


they would continue to get margarine at as low a price 


Wen 


1 


2 
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ee possible, 

MISS HYNDMAN: There is noqiestion of that. 
It was a very vital question to them because they were 
dependent on margarine almost entirely for their spread 
and they need, in that climate, fat in their diet. They 
had come to rely on it, but this resulted in this anomalous 
tax situation. 


COMMISSIONER WALLS: Is it not a fact, Miss 


Hyndman, that very little, if any, of Canadian-produced 


soya beans go into domestic margarine but is rather used 
on the 3 to 1 basis on exporting United States soya meal 
to the United Kingdom? In other words, as I understand 
it, to come under the British Preferential Tariff you 
have to have one part Canadian soya meal to three parts 
of U.S. before it will be considered as a Canadian product 
and therefore practically all of our production of soya 
beans in Canada is used for that purpose rather than 
going into domestic margarine. 

MISS HYNDMAN: TI believe that is only meal, 


but I would ask Mr. Milliken to answer that question. 


MR, MILLIKEN: No, It is not the mixture of 
meal at all. It's the mixture of beans. ‘We have to 


guarantee that 25% of our crush on a daily basis is made 


25 


26 


from Canadian-grown beans. You can do anything with the 
eal or oil but you have got to guarantee 25%. 


Last year we crushed around 17,900,000 bushels 


27 |\in Canada and the crop, the soya bean crop in Canada, 


28 


27 


s 6.6 million. 


Practically the complete crop went for crushing 


30}in Canada. host of the meal is exported to the United 


ANGUS, STONEHOUSE & CO. LTO. 
TORONTO. ONTARIO 1 344 


eS 4a 
~eust 


4) Kingdom on preferential tariff and the resultant o11 that 
2 is left is consumed in margarine in Canada and shortening. | 
3 COMMESSIONER WALLS: It is only meal that you 
4| Ship to the United Kingdom? 

5 MR. MILLIKEN: Primarily the meal. ‘ie have 

6| Got a surplus capacity of crushing in Canada so that we 
yi are forced to export some oil, too. We can sell ail the 
g} oil we require for Canada to our present capacity here, 
g| but we haven'S got enough beans. 

10 CORMISSTONER WALLS: Just one other question, 
11 and this is 2 question purely for information. You 
12||mentioned in the brief that the acreage in soya beans 


ory 
Sv 


15|Given more encouragement. Is it not a fact that there 


Ebates oniy two counties in Ontario that iend them- 


selves to procucing soya beans competitively with the 
United States, i.e, Essex and Kent Counties? ‘While there | 
has been some production elsewhere, neither the return 
{ 

per acreagerpr the fact that they are too far away from | 
the crusher made it economically advantageous to grow 
soya beans outside of these two counties. 

HR. HILLIKEN: Actually, there are more than 
two counties that can grow that, but that general area, 
Southwestern Ontario, they are oreferential soya bean 
counties that grow it chiefly because they have a hot, 
noist climate and when you get out in the fringe areas 
ou do lose your yield and your quality. Canadian-grovwn 
Soya beans are not as high quality as the United States 


30 soya beans. They have a lower oil content; sometimes 
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1 less meal. 


2 COMMISSIONER WALLS: So the limitation on land 
3|.15 really the reason why there is not a greater expansion? 
‘ ik, MILLIKEN: Cuite true. It competes with 

5 | Canadian corn and tobacco, primarily, for acreage. 


6| THE CHAIRMAN: We can grow excellent corn in 
7 this country. ‘ihy can't we grow excellent soya beans? 
8 liR, MERRY: Soya beans are satisfactory. The 
g| Lilinois beans are considered probably the finest in the 


10) #orid. In the Canadian soya beans the o11 content is 


11 not a6 AiLen, 


12 THE CHAIRMAN: Is that the hot, dry climate? 
13) IR, MERRY: It is difficult to tell.. The 

i 
lyield in Ontario has been very good the last two or three 


is|iyears. It has been higner than the U.S. average and 
16||Soya bean growers are obtaining a price equivalent to 
al ete United States beans laid down in Toronto, and actually 
1g) bney have got a ready-made market. 

19 THE CHAIRIHAN: I think your point is that sales 
20 tax is not a proper instrument to regulate the flow of 

91 (imports into Canada? 

22 MISS HYNDMAN: No. 

23 COMMISSIONER WALLS: Am I right, in Ontario, 
94|\the domestic production of soya beans only fills about 


: ' between 8 and 9 per cent of our domestic soya bean 


96 (requirements? I am talking about domestic soya bean 


97 requirements, not export, would that be about the percen- 
28 tage? 
29 TR, MILLINEN: to, AS ZT said earlier. cia 


30 lprocuction last year was 6.6 million and we actually 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO. ONTARIO HF 346 


erushed 17,909,900 in Canada, so it is getting up to 


almost half. 

COMMISSIONER MILNE: Tiss Eyndman, you mentioned 
about the oil seed potentialities, that they were of 
significant importance, and you discussed the soya bean. 
Are there any potentialities for other oil seedgin other 
parts of Canada? I am thinking of lanitoba. 

MISS HYNDMAN: Yes. In Manitoba, you have the 


sunflowers, the sunflower seeds there, and further west 


the rape seed, 

MR. MERRYs “I would’ just like to’ say,’ for the 
record, that I have done a certain amount of investigation 
into these potentials and it is nice to be able to say 
that our agricultural research scientists in Canaca, 


working on different types of oil seeds that are appro- 


priate to our northerly climatic conditions, their 
research work is more advanced than any other country 
in the world. 

The work, both in Ottayva, the experirental 


farm in Manitoba, at the research stations in Sas’atoon, 


is extremely advanced and we are having visitors from 
all over the world come to see this excellent work. 
The important crop that they are working on 
is rape seed in Western Canada. This has some undesirable 
characteristics at the moment, but they are now breeding 
new types of oil seeds which will get rid of certain 
types of fatty acids that tend to make the use of the 
neal unpleasant. Rape seed is of the mustard family 
and this has certain characteristics that are not 


Suitable for feeding cattle. They are probably a little 
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repellent. 
This type of work, I feel, is one of the-great 


opportunities for Canada for oil seed crops provided we 


| can develop the kind of crops that are appropriate to 


this climate, and some of these oil seeds do grow well 
in northerly climates and with the types of oils that 
are appropriate, not only to the edible trade but to 
other trades as well, we will have a tremendous oppor- 
tunity for export as well as for satisfying domestic 
requirements. 3 

“we obviously have got to get prices down but 
this can be done because the advances they made in the 
last five years are absolutely fantastic. They are using 
Great experience on breeding new forms of wheat, and 
turning that great experience and applying it to new 
forms of oid. seeds. 

COMMISSIONER WALLS: One thing that rather 
surprised me, if my information is correct, is the great 
increase this last year in the amount of fish oil that 
was used in margarine in comparison with previous years. 
I can understand the use of the fish oil but the informa- 
tion I was given was that it was mostly imported. Why 
in Canada would we have to import fish oil? 

MR. MERRY: They use British Columbia fish oil. 

COMMISSIONER WALLS: I got this information 
from British Columbia and understoodit was mostly 
imported, That is why I wanted to ask 
you why it was necessary, in a country like Canada, we 
would have to import fish oil. If you say that my infor- 


mation is wrong ---- 
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1 MR. MERRY: This is the information I was ness 
2 MR, MILLIKEN: I have the figures right here. | 


3] In 1962, there was two million pounds of fish oil 
4) imported into Canada and the British Columbia herring, 
5] cod and other oils produced, works out to approximately 
6) fifty million. 
7 COMMISSIONER WALLS: Fifty against two. That 
8] is my answer, thank you. 
9 THE CHAIRMAN: Is it your contention that if 
10| sales tax had not been imposed on margarine, because I 
11) see it is about two to three cents on each pound, that 
12) procuction of seed in Canada would actually be greater 
i; than it is now? This, LI presume, has discouraged produc- 
tion. 
MR. NEbee:..t.-think- itiis a facter, sir, .I 
think it is reasonable to say that if you could make 
the commodity, as a basic food, more reasonably priced 
for those who cannot afford other foods, that consumption 
would increase and this would inevitably lead to a greater 
potential for the oil seeds which go to make it. 
COMMISSIONER WALLS: Is it not a fact that you 
switch these oils from year to year based on world prices? 
In other words, the margarine that might contain today a 
high percentage of soya bean oil might tomorrow contain 
an equally. high percentage of palm oil or coconut oil, 
depending on world market prices. 
MR. MERRY: Inevitably world price of oil 
plays a very important part, but they are not all inter- 
changeable. It is only, you see, in relatively recent 


years that we were able to use oils from our northern 


Oe) 


1 
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climate. 

We were always having to rely on oils from 
tropical lands'a  “ltctaconby, (lL thinkyp *reqiiyy 10 tne tas¢ 
10 or 20 .years that there has been any growth of any 
significance here of soya, or of cotton seed or of pea- 
nuts. Prior to that one had to rely on the Orient and 
the tropical climates. 

MR, MILLIKEN: In 1960 91 million pounds 6r 
soya bean oil was used in margarine. At that time, fish 
oil, ROomilldon:Aned962; 55 miDIgon Sova 4s ail Won 
marine. Soya bean oil in 1960 was very cheap. 

COMMISSIONER GRANT: Is it not true that any 


, 7 


oils imported, used in the manufacture: of margarine, 
come in frée of cuty and tax? 

MR. MILLIKEN: If they come from’a British 
possession they come in on a free basis. 

COMMISSIONER WALLS: Is it not a fact that 
soya beans come in from the United States duty free? 

MR. MILLIXEN: Soya beans do. sSoya bean oil 
for edible purposes is dutiable 20%, 

COLMMILSSIONER GRANT: Do you import. the beans 
and crush them here ‘or do you import the oil? 

KR. MILLIKEN: We import the beans. Bean 
meal, incidentally, comes in from the States duty free, 


too. 


COMMISSIONER GRANT: You get the by-product 


MR, MILLIKEN: Yes. ‘When you crush the bean 
you get oil and meal. 


IR, MERRY: The meal is a very important segment 
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1] of the revenue from the total beans. 
2 MR. MILLIKEN: The meal is worth two-thirds the 


3|| value of the soya bean. 


4 COMMISSIONER GRANT: What use has the meal? 

5 MR. MILLIKEN: It has the finest protein --- 

6 COMMISSIONER GRANT: In dairy products? 

7 MR. MILLIKEN: Dairy or in animal feed. 

8 é COMMISSIONER GRANT: It is rather an incongruous 


g| Situation. 
10 MR. MILLIKEN: It is very hard to talk on one 
11) hand. My company is one of the larger seed manufacturers. 
12 COMMISSIONER GRANT: So you are supplying the 
13) dairy industry with your by-product? 
14 MR. MILLIKEN: Yes. 
15 THE CHAIRMAN: I would like to address one or 
16) two questions to the position of the consumer, whom you 
w7irepresent. For my information would you tell me what 
the retail price in Toronto of a pound of margarine would 
be? I assume there are different qualities and there is 
not just one price, and then the retail price of a pound 
of butter or any other spread there might be. 

IIR. MERRY: The trouble is, I read in the papers 
they now say coloured margarine and they are using it 
as a loss leader and cutting prices right down, so at what 
they are selling it today is not perhaps relevant. The 
last time I was in the store I think it was around 39 
‘yoents. 
THE CHAIRMAN: hargarine? 
MR. MERRY: Margarine; 28, 35. Some of the 


more expensive brands of margarine go as high as 48 cents. 


| 
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That is one that is made with corn. oil. There is mo corn 
oil available in-.Canada or it has to be imported and 
that bears the 20% tax. Corn oil margarines are more 
expensive. They are in the higher bracket of 47 cents 
to 48 cents. 

THE CHAIRMAN: And that includes the 11% 
sales tax at the manufacturer's level? 

MR. MERRY: Yes, I would say it would be 
reasonable to say that the normal price range would be 


some:;shere around 27 to 37 cents. 
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THE CHAIRMAN: How about butter? 

MISS HYNDMAN: I am not much help, I ama@raid, 
because I do not do any marketing. 

THE CHAIRMAN: What is the price of butter? 

COMMISSIONER WALLS: 59 cents. 

MR. MERRY: Sometimes more. 

MISS HYNDMAN: 59 to 75 cents. 

COMMISSIONER WALLS: It is not 75. 

MR. MERRY: I would say 55 to 59, somewhere in 
there. 

THE CHAIRMAN: Margarine is subject to Provincial 
sales taxes? 

MISS HYNDMAN: No food is. 

THE CHAIRMAN: It is exempt the same as other 
foods? 

MISS HYNDMAN: Yes. 

THE CHAIRMAN: It has only Federal tax? 

MISS HYNDMAN: Yes. 

THE CHAIRMAN: Is there any study as to who the 
consumers of margarine may be; as to what income groups 
eat margarine as opposed to butter? If there are no 
studies, is there any suggestion as to who they may be 
having regard to the different regions of Canada? 

MR. MERRY: Those who have margarine for medical 
reasons would cut across all income levels, and there is 
a substantial number of these. I think normally we find 
consumption of margarine in the lower income levels. 

I have not seen a recent study on this, but we would 
anticipate this would be less as you get up in the higher 


income levels, but there is a substantial use of margarine 
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possibly for cooking purposes at the upper income level. 

However, the great consumption levels would be 
in the lower income levels.AS you go down in income levels 
so you would get a greater consumption of margarine. 

THE CHAIRMAN: I think that would be a reasonabl 
assumption from the difference in the prices, but I was 
wondering what evidence there is to support it, if there 
is any. I would assume there would be some. Would it be 
used in the less prosperous parts of Canada more 
frequently than in the richer parts of Canada? 

MR. MERRY: No province has any statistics on 


the consumption rate. British Columbia is the only one 


; because of its isolation and differences in its colour. 


You cannot obtain the consumption rates because most 
margarine is manufactured in Toronto and you cannot take 
production figures, so I have never seen any statistics. 


I could try to see if any studies have been 


| made and report that to you, but I am not aware of any 


major differences. I think it is lower in Quebec. I think 
the consumption of margarine is lower in Quebec, I think 
it is reasonably obviously higher in urban areas,but it 

is still subtantial in rural areas and in farm areas. 

I will try to obtain some statistics to see 
whether any surveys have been undertaken which might show 
these figures. 

THE CHALRMAN: I would be very interested in it. 

MR. MERRY: I will see if I can get that for you. 

THE CHAIRMAN: Could you also tell us what 
proportion of the total spreads used in Canada is margarin 


and whether it has increased and at what rate? 
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| MR. MERRY: I would prefer to give you that in 2 
2] table, but I can tell you from memory. | 
! MR. MILLIKEN: I have the table here. | 
4) MR. MERRY: The total consumption is around 


5| 4O pounds. I am usually thinking in terms of pounds per 


6) capita. 
7\ COMMISSIONER WALLS: Could I put the question 
8| perhaps another way? Is it not correct that the average | 


per capita last year of margarine was a fraction under ten 


| pounds per capita as against butter of around sixteen | 
| pounds per capita? 


THE CHAIRMAN: I think that is a leading question, 
| 
Mr. Walls. | 


MR. MERRY: iI do not think the D.B.S. produces | 


these figures quite as quickly as that. I have not seen 
the 1962 figures, but broadly speaking since margarine 
was available I would say that consumption of margarine 


was about seven pounds per capita and butter was about 


twenty. 

One observes an immediate reduction in the 
consumption of butter with the introduction of the support 

price directly that went in, and consumption of butter 

fell off and the restrictions on margarine were constant, 
so the only conclusion we can draw was that the increased 
high price of butter resulting from the support price 
had caused the reduction in consumption. 

COMMISSIONER GRANT: Consumption of? 

MR. MERRY: Of butter. 


COMMISSIONER GRANT: I was wondering as a result 


of the subsidy which resulted in a lower price for butter, 


saemetcanceesaata tasteless nitscatiaiirenenmnnasintinaeaiatie niet ael AE et eet atin CE Se 
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1| if that resulted in a dropping off in sales of margarine. 


2 MR. MERRY: Oh, yes. 

3 MR. MILLIKEN: It stopped the increase. 

4 COMMISSIONER GRANT: You began to level off? 

5 | MR. MILLIKEN: Right. 

| COMMISSIONER GRANT: Also a question in my mind 


| to ask you: Was there an increase in consumption of 


gi margarine in those provinces which permitted coloured 


eo) 


| margarine to be sold; that is, after the margarine was 
10) allowed to be sold as coloured margarine did you enjoy 
11| an increase in consumption in those provinces? 


12 MISS HYNDMAN: I have the figures on British 


13) Columbia for that. In the year 1951 consumption per 
14) capita in British Columbia was 13.25; in 1952 it was 


only 13.91, and continued about uniformly down to 1958 


_ 
nr 


16) when it was 11.9. In 1959, it was 13.7 which was just 
17|| what it was, or approximately what it was in 1957. It 
1g|| rose slightly in 1960 and in 1961, but I think the 

19| increase was not greater than in any other province 
20|| proportionately. 

21 COMMISSIONER GRANT: What year was colouring 


22|| permitted? 


23 MISS HYNDMAN: 1952. 
24 COMMISSIONER GRANT: In British Columbia? 
2G MISS HYNDMAN: In British Columbia. The figure 


26| for 1951 was 13.25. In 1953 it was 13.91, and in 1954 

57 | it was 13.62. It went up very slightly. 

28 MR. MERRY: These levels are inevitably higher 
29 || than the rest of the country as in British Columbia it is 


30 || pale yellow. It is only in British Columbia and Newfoundland 


2 
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where it can be made in colour, whatever colour the 
consumer wants it. 

COMMISSIONER WALLS: You mean where it is the 
eolour of the high-priced spread? 

MR. MERRY: Yes. They add the same amount of 
colour as the bigh-prinsd spread. However, in the other 
regions where the more recent legislation has been 
introduced, the colour is not as appetizing and this has 
not led, as far as we can determine, to any increase. 

In point of fact, in Manitoba the experience 
in the last two years has indicated that the deep colour 
which some people have referred to as orange but which I 
don't know --- colour is difficult to define ---- this is 
now accounting for about 60% of the sales and the trade 
is forced to carry both that and the white colour which 
is now accounting for 40% of the sales. 

In Manitoba, See example, I think it is 
reasonable to say that this particular piece of legisla- 
tion did not lead to a arenes consumption, whereas it 
had been constant in British Columbia, but it is ata 
higher level than in the rest of Canada. 

COMMISSIONER PERRY: I just have one question. 
It is very trivial because I am sure the problem has been 
overcome long ago, but is there any difficulty of 
definition here? Is margarine a generally understood 
term to the extent that it could be used as a comprehen- 
sive concept for all the products that are involved here? 

MISS HYNDMAN: It is defined in legislation in 
all the provinces where there are restrictions upon the 


manufacture and sale of margarine. The definition is 
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1| usually related to it being a substitute for butter or any 


2 


3 


| 


dairy product, and dairy product is wide in its definitio 
and includes, for some reason, sherbet. 

COMMISSIONER PRRRY: Is this the concept that 
the Department of National Revenue uses in taxing these 
products that are called margarine? 

MISS HYNDMAN: I cannot answer that. Shortening 


is free of tax. 


co cp csi ra : 1358 
MR. MERRY: It is used for the same purpose as 
butter in cooking and yet it is not taxed, so we have 
many anomalies. 
THE CHAIRMAN: To make the record complete, 
can you tell us what the derivation of the term “margarine” 
is? 
MR, MERRY: Yes, sir. Originally, margarine 
was first produced by a Frenchman called Mége-Mouriés 
at the instance of Napoleon, who found it expensive to 
travel his armies about and wanted sources of food, so 
he put this scientist to work to see whether he could 
reproduce butter fat. 
He, Mege-Mouriés, obtained some oleo oil and 
he examined it. He was a see ek te he rendered it 
and subsequently, through a sieve, I believe, or some 
container, he found some globules of the oil of fat 
coming out from this casing, and these came out in large 
white drops. 
As you will, of course, know the Greek word 
for a pearl is marguerite, and so as they thought they 
looked like pearls, they thought marguerite was an appro- 
priate ane tee these white globules, and I believe this 
is the origin of how the name was given to this food 
margarine. As a matter of fact, it is generally in 
Europe that the ‘g" is hard. It is called margarine 
over there where we use the word margarine. 
It was not really developed until the turn of 
the century, until the twenties, when they got hydro- 
genation and were able to harden the vegetable oils 


from the tropics that this oil became such an admirable 


° 
< 
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ed 
’ food, when we could utilize so many different types of 


oils. 

THE CHAIRMAN: Thank you. That is very 
interesting, indeed. I think unless there are more 
questions that is a pretty satisfactory note on which 
to end our questioning. Miss Hyndman, have you anything 
else to put, before us? 

MISS HYNDMAN: No, I think not, thank = 
We will see if we can get these statistics for you. 

THE CHAIRMAN: We will be delighted if you 


are able to do that. Thank you very much for a most 


able and an almost impassioned written submission to us. 
You have answered all our questions very fully indeed 
and I think we know your story. We must consider it, 
and I can assure you we will most seriously. Thank you 
indeed. 

lir, Secretary, I think we can now stand over 
until 9.390 on Monday morning. 

THE SECRETARY: That is right. The rovtege of 
General Practice of Canada, followed by the Pied Piper 


Film Company. 


--- Adjournment 
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Monday, 
May 13th, 1963. 
--- On commencing at 9.39 a.m. 
THE CHAIRMAN: lr, Secretary, I think we are 
ready. It tsemow 9,30.. Would.you introduce our’ visitors? 
THE SECRETARY: Good morning Mr. Chairman and 
Commissioners. This morning we have with us officials 
from the College of General Practice of Canada. Dr. J.T. 
McCullough is President. He will introduce his colleagues 


and speak to the brief, which I will enter into the record 


as Exhibat No. 59. 


--- EXHIBIT NO. 59: Submission of The College of General 
Fractice of Canada, 


SUBMISSIOI OF THE COLLEGE OF GENERAL 
PRACTICE OF CANADA 
Appearances: Dr. J.T, McCullough 
Mr. J.W. Kieran 
Dr. W.V. Johnston 
Hr, Bruno Fortin 

THE CHAIRMAN: Good morning, sir. Would you 
care to. say a few words to us before we deal with your 
submission?: You don't: meed to read it to us. We have 
already read it and we have a few questions we would like 
to put. First of all, you would probably like to intro- 
duce your colleagues. 

DR. McCULLOUGH: Tir. Chairman and members of the 
Commission, may I present Dr. Johnston, Executive Director 
of the College; Mr. Bruno Fortin, the Assistant Administra- 
tor, and Mr. Jon Kieran, public relations counsel, 

We are pleased, Mr. Chairman, to have the oppor- 


tunity to speak to this brief. I will be very short in my 
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a 


ij remarks because, as you have indicated, you have copies 


2) and have read it. I think the only part I wuld like to 


3) stress as this point before you ask your questions is 

4) that we would like to differentiate between post-graduate 
5 education for the purposes of attaining a higher degree 
6jeand the post-graduate education of the type which we 

7 mention in our brief which is essentially, I believe, in 
gi business terms, the maintenance and keeping in repair of 
gi an already existing asset. 

10 It is one of the rules, as you will note in our 
11) brief, of our organization that in order to maintain 

12] membership one must do a certain amount of post-graduate 
13 education in each given period. Since this is not. for 

14 the purpose of obtaining a further degree but rather for 
15|| keeping in repair the existing competence of the doctor 
16 we feel that it is a legitimate subject for your considera- 
17|\tion. It has been conservatively estimated that the fund 
1g8);of knowledge is possibly doubled every ten years. ‘that, 
19at least, is the statement of sau Nites medical educators, 
20);It has been the contention of our College from the outset 
21|that no individual can be of maximum service to his patient 
22\or keep himself up to date without continuing study, hence 
23\|\the requirement of our College that this must be done. 

24 Mir. Chairman, you have already the brief before 
2ilyou. If it suits your purposes we will submit ourselves 
26|to your questions at this point. 

| THE CHAIRMAN: Thank you. Now, you state that 

28 your membership is now 2,375. 

29 ' DR, McCULLOUGH: That is correct, sir. 


30 THE CHAIRMAN: I would assume there are a lot of 


s 
< 
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1] general practitioners in the country who are not members 
9) of your College; am 1 correct? 

3 DR. McCULLOUGH; Tnat is right. 

4 THE CHAIRMAN: But they cannot secure hospital 
5 posts if they are not members, or certain hospital posts? 
6 DR. McCULLOUGH: There are some hospitals where 
7| membership in the College is a requisite, one of the 

8| criteria for membership in the actual staff of the 

9| hosvital. 

10 THE CHAIRMAN: There is a standard which is 

11) achieved by certain hospitals where they become accredited 


12) to a certain standard, as I recall. Does that accrediting 


13|\require that their general practitioners are members of 


(44 your College? 


15 DR, McCULLOUGH: No, that is not necessarily so, 
16))sir. 
17 THE CHAIRMAN: That would be most desirable, in 


18\\your view? 

19 DR. McCULLOUGH: That would be most desirable. 

20||\Dr. Johnston would like to speak to that, sir. 

71 DR, JOHNSTON: The Canadian Council of Hospital 
22\|| Accreditation to which you refer highly recommends there 


23ibe a Devartment of General Practice in each hospital and 


24as Dr. iicCullough says there are a number of hospitals 


~ 25 Iiwhich make it mandatory for the individual doctors, general 
26 |jporactitioners, to be members of the College of General 
27 Practice. This is a voluntary thing at the moment. This 
28 lis not a policy of the College, actually. 
29 ; eee CHAIRMAN: Do you, in any way, encourage 


30 your members or, in fact, require your members to indicate 
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their membership in your College for public relations 
value? 

DR, JOHNSTON: Oh, yes, the only medical 
directory we know of; at least, the only medical directory 
there is in Canada lists our members with the letters 
M.C.G.P, - Member, College of General Practice. ‘e also 
issue a certificate that they hang on the wall of their 
office if they wish to do so. 

THE CHAIRMAN: As a member of the general public 
choosing a general practitioner would I have the oppor- 
tunity of knowing whether he was a member of your College? 

DR. JOHNSTON: We rather like to think. you 
would ask him or you could ask us. We get requests very 
often about this, both from referring doctors and from 
patients. 

THE CHAIRMAN: Do you? 

DR. JOHNSTON: If somebody moves here from 
Sherbrooke, Quebec, it is not uncommon at all tnat they 
‘phone us and ask us for the name of a good general practi- 
tioner. We don't say a man is good or bad. We say, ‘Here 
are a number of doctors in your area who are members of the 
College." 

THE CHAIRMAN: Is there a similar organization 
to yours elsewhere in the world? Is there the same sort 
of thing in the United States or United Kingdom? 

DR, JOHNSTON: We are the only professional body 
in Canada with post-graduate studies mandatory, but there 
is a similar organization in the United States, the 
American Academy of General Practice. ‘ve also have them 


in England and Australia. There are about twelve countries 
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1] with national organizations of general practice. However, 

2|| 1 believe we and the American organization are the only 

3 two with mandatory study réquirements, 

4 THE CHAIRMAN: Do any other skills require 

5| that they be brought up to date annually; for instance, 

6| Surgeons? 

7 DR. McCULLOUGH: If I understood you correctly 

8 when you ask that, you mean any other organization which 

g| demands upgrading. We are the only ones. 

10 COMMISSIONER WALLS: Following along the questions 
11 you have been placing I would like some further clarification. 
12 As I understand from your paragraph 6 the parent body is 

13|| the Canadian iiedical Association who formed, in 1929, the 

14|| Royal College of Physicians and Surgeons, and then 


15jestablished the College of General Practice of Canada. 


16|\Have they set up any other subsidiary bodies and is there 


17|any competitiveness between these bodies for membership? 


18)in cther words is there any competitiveness between your 
9ibody anc the College of Physicians and surgeons? 
20 oi. MeCULLOUGH: I think Dr. Johnston would 


21 


ANSEL. Goa. 


z2 


DA. SOHNSTON: 2 aan’ t. comme titive av ais 

23 tne Royal Collese of Physicians as stated here was set up 
in 1929 as a standard-setting body for the specialties, 

d they gave them a grant, I think, of $3,500 just to 
stablish them. They are completely independent. The 

ame thing happened in 1954; the Canadian Medical Associa- 
ion set ea up aS a standard-~setting body as the general 
hysicians' educational organization. We are entirely 


ndependent of the Canadian liedical Association. Does 
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1| thatwansywer it, (sir? 


2 COMMISSIONER WALLS: Yes, it does. May I go 
3| ahead? 
4i THE CHAIRMAN: Yes. 


DR. JOENSTON:- ‘“e are not competitive at all. 


“we are a voluntary organization. So is the Canadian 


tiedical Association. 


COMMISSIONER WALLS: You have mentioned, both 
in your brief and when you were answering the Chairman, 
of your upgrading of education by special courses. I 
notice on page 3 the only requisite for continued merber- 
ship is 100 hours of study over a two-year period. One 
hundred hours over two years is less than one hour 4 week. 
surely that is not a very nigh standard to request for 
your maintenance? 

DR, JOHNSTCN: Consicering there hasn't been 
any up to this time, considering that at least 69 of these 
hours must be in planned refresher courses which means 
about two weeks - we recommend two weels every two years 
and he is away doing an intensive course. ‘We think that 
is faiély ‘adequate. 

COMMISSIONER WALLS: I didn't see that in your 
brief; where that was compulsory. 

DR. JOHNSTON: This is compulsory. He reports 
every two years and we are not playing with it because 
we drop at least 75 men every year because of lack of 
study requirement across Canada. They are submitted 
every two years and reviewed by committees and their 
report guides us as to whether we give them continuing 


nembership. 


F 
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1 COMMISSIONER WALLS: Would it help, in regard 
9 to refresher courses, if, in place of thé allowance of 
3|| two conventions per year, it was one refresher course? 
4) In other words, one refresher course would be a longer 
§| period than any two conventions, wouldn't it? 

a Die MeCULLOUGH: iL think; eir, that varies 

7 considerably. In this connection possibly it would be 


8 helpful to the Commission if we were to submit one cf our 


9 cutlines on post-sraduate requirements. I can see while 
10 this seems plain enough to us we have left the Commission 
11/2 little in doubt. ‘ie do have an outline of post-graduate 


12 requirement8 and as Dr. Johnston has indicated we have 


13|| Some 60 hours in Category A and some 40 hours in Category B. 
14 Catesory B would include such things as tane 


15 recorders, which incidentally, the College publishes 


16 itself?, tape recordings and phonograph discs. Category A 
17/15 @ tougher one and a great deal of the work in Category A 
18 is taken by a man who will go to a course here in Sunny- 
j9brook. A great many of our men go to Buffalo, to Chicag 

20 |anc other places, The common procedure at these courses 

91 125 to have a limited registration and the charge is $15 
q22 Gay. “nose are the types of courses that we consider 


23 refresher courses. 


24 The conventions we tend to rate a little lower. 
25 As we are all aware there are certain social functions in 
26 connection with conventions which we think make them a 

q7 cut lover, and it is this other thing we are particularly 
concerned with. For instance; a man might take three 
cays in electrocardiograpny and the following year one, 


z 


tyro, three, Cour or five ceys in something else. .cieitac 
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4] cifferent catesory than attending conventions. 
2 COMMISSIONER WALLS: Is 1t*Tikely that a 


seneral practitioner would both take a refresher course 


iv) 


4) in one year as well as attending two conventions in the s 
year? 


DR. McCULLOUGH: I think they are quite 


OL 


| 
| ifferent things, sir. Actually, the tendency, I 


gj believe, is getting to downrate the convention in favour 


14) American Medical Association. 

15 DR, JOHNSTON: . We are thinking of such courses 
16))}aS the Mayo Clinic which puts on a five-day course at 
17\|\least once a year. ile had some 35 of our members dow 

18 this last Spring. I am also thinking of courses in 
19|Buffalo for five days or the courses in the Royal Victoria 
99|Hospital in Montreal. ‘We also are thinking of courses 
qy|which we were the first to start in Canada by which to four 
hospitals in Canada any general practitioner can go any 
time in the year and get a two-week concentrated course 
on.any subject he wants. There are four hospitals that 

we have; Dalhousie, Montreal General, Saskatoon and St. 
LukeS in Montreal. These are concentrated courses of 

two to three weeks, and a good many of our men are taking 
them, You just give them your subject, tell them the 

time you want to go and they name a mentor who will make 


sure you get what you want. 
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This type of, refresher course is the,one type 
we are particularly thinking we would like to have some 
relief for in taxation. 

Tik..  KOIBRAN®S Af. -Chaigeman, could iI -discuss @ 


point that Commissioner Walls raised? The question on 


the hoursof studying; at a scientific course the physician 


might reasonably expect to think and talk medicine for a 
period of 3 or 10 or 12 or 16 hours a day but the credits 
he would be allowed would be hour for hour of the lectures 
that he attended. The reading he did to prepare for the 
lecture and the discussion that he had following the 
lecture would not be considered as hours so that a man 
micsht attend, as we recently had in Edmonton, a four-day 
convention and he would obtain somewhere in the neighbour- 
hood..of..16 hours.a day diseussion; It isenot arquestion 
of cetting.190 hours im) three days of }concentrated. work: 
it is,9 bit..more.diffieult- than that. 

COMMISSIONER WALLS: I think you will recognize 
your brief didn't bring this point out. 


MR. KIERAN: We regret this oversight. 


THE CHAIRMAN: I am not quite clear. The post- 


sraduate studies; I take it that the refresher courses 
are intended to be every two years, two weeks per course; 
am I right? 

DR. McCULLOUGH: The evaluation is on a two-year 
basis because of the inconvenience of possibly getting 
it in right within the calendar but it averages out to 
50 hours per year. 

THE CHAIRMAN: ‘Which would be 60 hours of 


refresher course and 40 hours in study. 


sem 
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1 DR. McCULLOUGH: Category B, a copy of which 


3| There are hospital scientific meetings and recorded 
4) medical lectures, which I have already mentioned and such 
5| things as case reports, research and so on. This is not 


6| the thing the College is particularly concerned ‘with. 


7 It is the 60 hours in the upper bracket that is important. 

¢ COMMISSIONER MILNE: TI had a number of questions 
9 ; written down which have already been 

10] brought forward. There is one thing I am wondering 

11) about. At the conventions, In te scientific sessions that 
12||\would be held where there would be hours accredited, 

13 would these de more considered as specialist or do they 
14))have the categories that you have listed? 

15 DR, MceCULLOUGH: Dr. Johnston will answer, 

16 DR. JOHNSTON: ‘Je have found in our otm conven- 
17||\tLons we insist all our speakers speak on subjects that 
18|ithe general physician wishes to know. However, it is 
19|very difficult to make a course too fancy because we 

20 find that quite a few of our men really want to imo 
M1\iquite a bit of the technical detail, so it is very diffi- 
22\\cult to divide, to classify courses according to that 


23\|standpoint. 
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DR. JOHNSTON: Does that answer your question? 
COMMISSIONER MILNE: Yes, I think so. I just had 
one other question in mind, and possibly you could clarify 
it for me quite easily. You mentioned the hundred hours 
in every two-year period. You mentioned that to remain 

in active membership, the physician must submit his study 
record every two years, to remain in good standing. If 

the general practitioner does not attend a post graduate 
refresher course in the places you have indicated they 
are available, in what manner does he maintain this quali- 
fication if he cannot get away, as conditions make it 
impossible, whether economic reasons or other, for him to 
attend a post graduate refresher course? How can he 
maintain his membership on his own? What possibilities 
exist? 

DR. JOHNSTON: He cannot maintain it. If he 
does not submit the required amount of studies, if he 
finds, and this happens, that for various reasons he canno 
take a course and get way for two weeks, say, every two 
years or every two-year period, if he appeals to us for 
a year of grace, we will grant it if it looks reasonable. 
He may have one more year. 

If he doesn't do anything in that year, then 
he is out. 

COMMISSIONER GRANT: There are two points on 
which I should like to have your further elaboration. 

One is that when you deal with the term "refresher course" 
and then almost in the same breath refer to"post graduate 
courses", I assume you would have to have in any amendmen 


that was contemplated to Section 11 (1) Subsection (I) (A) 
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of the Act a very clear understanding as to what is meant 
by these courses, whether it is a refresher course or 


whether it is a post graduate study course. 


The very term "post graduate” I think, as you 
yourself mentioned a little earlier, conjures in the mind 
a different type of thing entirely from a refresher course 
because a post graduate course = in any phase of 
learning, contemplates, I should think, a going on for 
either an accredited diploma or a degree, and I do not 
believe that your College contemplates that, does it? 

DR. McCULLOUGH: Mr. Grant, I think maybe we 
are in a question of semantics here. Certainly one con- 
ception of post graduate education is, I think, any 
learning following graduation. I see the point on which 
you have difficulty. 


One thinks of a post graduate school and a 


university as a school which is going to grant a higher 
qualification. Now, the term “refresher courses" is not 
so well established. It is commonly used. It does not 


mean anything in particular except something that gets 


you up to date, and I think possibly the difficulty could 
be resolved if we would state forwhat purpose this work 
is taken. 

If it is for the purpose of attending a higher 
degree, another qualification, certainly if I understand 
the term correctly, it is the creation of a capital asset, 
whereas, if you take this work, this undoubtedly post 
graduate work because it is taken after graduation, call 
it what you like, the purpose of it is simply to maintain 


and repair your knowledge @aS@ physician. I should think it 
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is a little difficult to get a definition. Possibly Mr. 
Kieran would care to elaborate on that. 

MR. KIERAN: Mr. Chairman, there is a point of 
ambiguity here. In breaking new ground, as the College 
has, in maintaining or establishing, and then maintaining 
the criteria for what constitutes an up to date attitude 
to professional responsibility, we have sometimes tended 
to use words as they came to us without giving them as 
much thought as we might at that time have dor. 

The physician tends to think of the work he 
does, to keep abreast of medicine, as post graduate study. 
I can appreciate Mr. Grant's perplexity. This is a term 
normally used for the work directed to a higher degree. 

It is in common practice, among working physicians, to 
think of the clinical days they attend, and the lectures 
that they organize for themselves at hospitals as post 
graduate studies, so I think we have possibly poached 

on somebody else's semantic territory in using this 

word, but we tend to use it almost --- we do use it inter- 
changeably with refresher course in discussions with 
doctors at the present time. - 

DR. McCULLOUGH: As a matter of fact, Mr. Grant, 
I note that the leaflet, which we will leave with you, 


is entitled "The Guide For Estimation of Post Graduate 


‘ Study Credits." 


COMMISSIONER GRANT: I just want to refer to 
Section 18 of your brief and the Chairman has gone into 
that. I would like to get a little further explanation. 
It seems to me that Section 18, as it reads, is rather 


broad in its application. 
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I will read it: 

"Unquestionably, membership on the active 
staff of some hospital is a vital requirement 
for virtually all Canadian general practitioners|. 
Without hospital facilities few general 
physicians can practise at any 'depth'." 

Now, the latter sentence is one with which 

one would have no difficulty in agreeing. It is the first 


sentence of that section, that a hospital, as I understand 


it, has certain accredited members of the profession who 
then become members of the hospital staff after they 
have passed the usual screening, let us say. 

Now, do you contemplate that all the members of 
your College would be members of a hospital staff? 

DR. McCULLOUGH: Mr. Commissioner, I think that 
would certainly be a desideratum. We recognize, of course, 
that people who attend have their membership, but we feel, 
as I see you agree, with the practise of modern medicine 
one must have recourse to a hospital and we have gone 


far past the days when the family physician out in the 


country would simply be expected to follow the old 
European dictum of: To heal occasionally; to relieve 
frequently; and to comfort always. 

I do not think we can go back to that, and to 
practise any other type of medicine you must have a 
hospital. 

Another point that comes into it is the associa- 
tion with your professional colleagues. I think a man 
who keeps himself remote from a hospital becomes a little 


bit of a hermit and I think we agree that hermits all 


a 


ah aan 
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. 3) ea 127 al 
Al become a little odd. I think that the doctor who never | 
2| sees the inside of a hospital would become a little odd | 
ai toas 
4 I would like Dr. Johnston to add a few words to 
5] that. 

6 DR. JOHNSTON: I think we have stressed,or used 

7, the words "active staff" when we could have said "staff". 

8 "Unquestionably, membership on the staff of some 

g| hospital is a vital requirement..." 

“4 We do not anticipate that we will nave at our 

11| members on active staff, by any means. Nearly all staffs 

ol of responsible hospitals fave at least two categories: 

13 | active and associate, or senior and junior, and this is 

14) proper; particularly is the junior staff or the associate 

15|| membership for the new man coming into the community to 

16| see how they do, to test them, to judge them. 

“7 We would not for a moment think that all members 

wal should be on the active staff. That, I think, is not 

19|| exactly correct that we should say "unquestionably, member 

20|| ship on the active staff of some hospital is a vital 

51 requirement...", but then it depends. We would not think | 

22) of dictating to any hospital who should be on, or how they 

23|| organize their staff. That is the responsibility of every 

24\| hospital. They are the; people that know their doctors. 
95 COMMISSIONER GRANT: At the present time it is 

26|| not necessary that a general practitioner be a member of 

27||a College in order to gain an appointment to the staff of 

28 || the hospital? 

29 DR. JOHNSTON: Oh, no. There are about twenty 

30 


large general hospitals in Canada who have mandatory 


y o 
“euat 
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requirements that their members be members of the College 
of General Practice, and this is steadily | 
increasing, but this is a local development for the simple 
reason that they said this: We are the only people 
setting standards for general practice, the same as the 
Royal College have done for specialties. 

COMMISSIONER GRANT: It simplifies the problem 
as to who will be chosen to . be staff members too. 


DR. JOHNSTON: It simplifies the problem for 


the medical staff, for everybody. 

THE CHAIRMAN: It seems to me that if one 
proceeds to a cure for the present difficulty to which 
you direct us, that probably means words added to the 
section of the Act which provides for two conventions. 
That is one way to approach it. If that were done, I 
just wondered whether it should give a general right to 


all refresher courses to anybody in business, or in the 


professions, or only to thosewhichare mandatory in order 
to maintain one's position within his profession. 

As far as you people are concerned the latter 
would be perfectly satisfactory. I think that is what you 
are endeavouring to reach for. I am wondering if that 
would be too restrictive. Have you thought of that at 
all, whether the matter should be open generally? 

MR. KIERAN: Mr. Chairman, considerable thought 
has been devoted to that point and it seems to be the 
attitude, unanimously, among College officers and director 
that although the College was the first professional body 
to establish some formal control over the updating of the 


professional training, it is predicted that other bodies 
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will follow in these areas and there are broad areas for 
leadership in the medical profession that feel that 
accounting societies, dental societies, legal societies 
will at some time at least wish to investigate this very 
seriously. 

I think it is no secret that the colleges had 
representations from the officers of a number of them 
seeking counsel and advice and just examining this 
experiment. I think that the College makes the brief to 
this Commission on a point of principle. We could not 
see, in any of our studies, how the principle would differ 
whether the professional point was that of law or account- 
ing, where it discussed this question of hospital 
appointments, because at the present time having establi- 


shed some criteria as to what can be used to measure 


keeping up to date, however the measurement is made, we 

are not satisfied it is perfect, . people are assuming 
that it is better than nothing and using it and therefore 
damage is being done to the people who do not keep up to 
date in the other professions. 

In answer to your question, the College has 
given a lot of thought to this and it would ask that the 
tax relief be given on a point of principle to any 
professional or occupational body that was willing to 
subject the bona fides to whatever authority was set up to 
authorize it. 

THE CHAIRMAN: But not necessarily making it a 
requirement to maintain standards. 

MR. KIERAN: We do not feel membership in a 


professional body would necessarily be a vital criteria fo 
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a person who validly wanted to keep up to date. 


DR. JOHNSTON: We have a little side issue in 
this. We are getting more and more control over --- I 
would not say control over these refresher courses, in 
that more and more of them are asking us to assess them 
before they are announced and this is rather interesting, 


because they want to get an appointment and we have now, 


in most Provinces, set precisely the number of hours our 
men will get for attending them if we approve of those 
courses. 

THE CHAIRMAN: Those courses are established by 
whom? 

DR. JOHNSTON: We establish some ourselves. We 
would rather like other people to do it if they are done 
well, because it is less work. 

In other words, we encourage universities, 
hospitals, to establish courses and we wuld like them to 
do it and more of them are asking us to assess them first 
before they announce it and we like on the announcement 


to state approved for so many hours post study credit for 


the College, but it is also for all general practiticners, 
not just ourselves. 

COMMISSIONER GRANT: You said there are four 
centres in Canada now which are giving refresher courses. 

DR. JOHNSTON: Yes. 

COMMISSIONER GRANT: Did I understand you to say 
that? 

DR. JOHNSTON: Yes. These were initiated by one 


of our members in the University of Montreal where they 


have a very good refresher course and they set it up so 
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1| that any of our members can attend at any time of the 
2| year, and it must be at least two weeks and can be three 
3| weeks in any subject you wish. 

4 COMMISSIONER GRANT: That is as far as Montreal 
5) 1s concerned? 


6| DR. JOHNSTON: This now includes Dalhousie in 


Halifax; University of Montreal; St. Luke's in Montreal; 


~y 


gi University of Saskatchewan in Saskatoon. 

9 We think there will be others come in under this 
10 umorella. We scattered these over the country to eee em 

11) it more accessible to our members. 

12| COMMISSIONER GRANT: These refresher courses are 


13) not really organized by your College? 


14) DR. JOHNSTON: The university can organize 
15|| better courses than we can. They are in the business. 


16 COMMISSIONER GRANT: Do I understand that these 
17|| courses are organized in particular for the general 

18\| practitioner? 

19 DR. JOHNSTON: That is right. Only. 

20 COMMISSIONER GRANT: They are not for any other 
21|| form of specialized medicine? 

22 DR. JOHNSTON: No. 

23 COMMISSIONER GRANT: And each course, wherever 
24] it may be, runs for six weeks? 

- 95 DR. JOHNSTON: No. These that you get in these 
26| four hospitals are two or three weeks. Most of our courses 
27|| at the moment run to three to five days. We find anything 
28 || beyond two weeks is not very popular. It has got limited 
29|| popularity. Most have difficulty leaving their work. 

30 COMMISSIONER WALLS: What limitation have you go 
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on the doctors selecting his own course and where he will 


| 
{ 


go for it? In other wards, what I am trying to get at: 
Supposing one of the general practitioners decided that 
a two-week course in the Bahamas would be appropriate. 
How would you know whether that was of benefit to his 


future medical career? 


DR. JOHNSTON: I don't think we have had any 
in the Bahamas, although they have them there. We would 
have to see a copy of the program. 

What I am thinking of is we allow complete 
latitude in choosing a course. For instance, if a man 
wants to attend a course in Arnprior in aviation medicine, 
this may look a little bizarre, but it isn't. He learns 
a very great deal about cardiac diseases, for instance. 
You cannot attend one of these courses without learning a 
great deal about general medicine as well, so we allow 
complete latitude and we find it has not been abused. 


| 
| 
{ 


We had one man go to England for two weeks on an 
award. He got approval for this before he went. He took it | 
in a London hospital. | 

THE CHAIRMAN: What we are, of course, pondering | 
is the extent of limitation that should be placed in the 
law. What restrictions should be imposed. If it is necessa 
to restrict the number of conventions to two, presumably 
then it is similarly necessary to restrict the number of 
refresher courses or the number of days, or the expenditura, 


or something of that kind. 


C/Ev/do1 
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DR. JOHNSTON: .L think 1%, is fain to. sayewe 

debated whether we would put this in the brief or not 

or whether we would limit it to North America. 

MR. KIERAN: As Dr. Johnston says, lir. Chairman, 
we debated whether to give counsel to the Commission on 
this point. We felt that our paragraph 27 in which we 
offered any assistance and help to the Commission at any 
time would, in effect, cover: that point. 

The College does not feel that it wants to pose 
|} ean unreasonable question to the Commission, and ir, in the 
deliberations of the Commission, limitations as to geo- 
sreovhy, as to days or as to total expenditure were to be 
included, the College would not feel that this was untoward 

THE CHAIRMAN: Would you care to continue what 
you have to say on this now or would you rather give it to 
us later on in reply to a request? 


IR. KIERAN: I would prefer, Mr. Chairman, if 


ve might provide you with a formal reply rather than an 
extemporaneous one, 

THE CHAIRMAN: I think we would like to put it 
to you right ncw and leave tne choice to you-as to what 
limitations you think should be imposed on refresher 


courses, naving regard to your own profession. Either 


reply now or take your time. It is your choice, 

DR. McCULLOUGH: It would seem to me that we 
ave some guidance in doing this. We require a number of 
ours which we have stated, and obviously we could hardly - 
sk for more relief than the equivalent number of hours, 
na common day on one of these courses you would put in 


ossibly five to eight hours. When you get over six hours 
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3], Some where they ran you’ from nine in the morning to five- 
4| thirty in the afternoon with two ten-minute coffee breaks 
§| and one hour’ for lunch, at which time they ask questions. 

6| That is quite heavy going. 

7 Half-a-dozen hours a day would be a good average, 


4 g|| and obviously we could hardly ask for more than one hundre 


10 On the matter of geographic limitation - Dr. 

41) Johnston has mentioned the matter - I do not think there 
44| showna be any great difficulty. Once a man goes out of 

13 North America for a five-day course I will begin to suspect 
14) he had other things in mind. He can certainly get five-da 
15||courses without going SET try’ land. 

16 THE CHAIRMAN: Is there anything else you want 


17|\to take into consideration? 


18 DR. JOHNSTON: The matter of actual cost. 
19 THE CHAIRMAN: I was wondering about that. 
20 DR, JOHNSTON: I did not know whether you wanted 


qiiithat included; if you put a limit on that or not. 

22 THE CHAIRMAN: If there were tobe a limit on costs 
q3\hat area would it be? Did you mention $15 a day? 

24 DR. McCULLOUGH: The present going rate for many 
‘ of these things is oohiette about $15 a day. That is the 
96|\Straight tuition fee, of course; registration fee, if you 


q7|\like. What is going to happen tothat in the future I 


9g have no idea. For certain it used to be cheaper. For 
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1 For the courses in Buffalo with which we, in 

g| this area, are rather familiar, the usual tariff is $15 a 
3 day, and added to that, of course, you will have your per 
4| diem allowance and travelling expenses. 

5 THE CHAIRMAN: I think we understand your 

6| Proposition to us. I will undertake that the Commission 


will examine it further and carefully. We are very grate- 


~ 


8 ful to you indeed for bringing this problem to our atten- 
9 tion and setting it before us so.very clearly... Thank you. 
10 DR. JOHNSTON: Thank you very much, sir. 

11 DR, McCULLOUGH: Dr. Johnston has brought up 

12 this matter: may I ask do you wish us to make a further 
13) Submission relative to this limitation? I think question 
14||c¢/ was the one that was mentioned. 

15 THE. CHATRMAN: »Yes,..that«is, correct... «Noy, 

16+ think I may say for all of us that unless you receive 


17Cther notice, we do not. If we find that something is 


1g0othering us, we will be in touch with you through our 


19) secretary. 
20 | DR, McCULLOUGH: Thank you very much, 
1 THE CHAIRMAN: We will stand over for ten 


22 minutes. 


23 
yh teraeher Short Recess 
fee 
26 THE CHAIRMAN: Mr. Secretary, would you care 


97||to introduce our visitors to us? 
28 THE SECRETARY: Yes, Mr. Chairman, At: this, time 
99a brief from Pied Piper Films Limited. Mr, A. Wargon, 


30 |executive producer of Pied Piper Films Limited is here to 
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1} speak to the brief, and with him, Mr. Eric Ford of 
2) Clarkson, Gordon and Company. I would like to enter 


3| this brief into the record as Exhibit No. 60. 


4 
5| --- EXHIBIT NO. 60: Submission of Pied Piper Films 
Limited, 
6 
7 
SUBMISSION OF PIED PIPER FILMS LIMITED 
a 


Appearances: Mr. Allan ‘iargon 
9 Mes: Eric Ford 
Mr; DR, werdiay, ©.Cc, 


THE CHAIRMAN: Good morning Mr. Wargon and 


11| 
pentlemen. Usually it is our practice to invite people 


12 


| appearing before us to speak to their submission, 

summarize it, or elaborate on it or do whatever they 
please. You may take it we have all read it. (ie have 
written dorm a few questions to put to you. In fact, 
before addressing our questions, te would be very glad 

to give you an opportunity to say anything that you care 
to. Gould you care to speak to the submission, Mr. ‘argon? 
You do not need to stand unless you wish to do so. 

MR, WARGON: if I may, I will remain seated; 

I have been working very hard, lir. Chairman, gentlemen, 
a film production is a very expensive product because of 
the complexities involved. Therefore, a film incustry 
is a very expensive industry requiring a large amount of 
revenue to sustain it. 

The situation in Canada is this: we do not have 
sufficient population to sustain a motion picture industry 
unless all foreign competition were barred, which is 
unthinkable in view of our social and economic history 


and proximity to the United States. 
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Therefore, it follows that if the Canadian 
producer is to produce films of a quality which will sell 
in the world market, and he must do so in order to obtain 
necessary revenue to produce at all, he has to compete 
with foreign producers, and primarily United States 
roducers, 

Wow, that was the situation in which our 
company found itself when we decided to make a step into 
the world market. I should explain, too, that we are here 
not as the chosen representatives of the industry; simply 
as a oprivate company finding ourselves in a situation 
which we believe warrants the interest of the Commission. 

If I-might briefly tell. you what we have. done. 
We hbave’ produced, or still. completing, production of a 
Series of 39 half-hour films in.colour.of a.quality 
which we expect will sell successfully in the world market. 
There is every indication that the series will be both 
artistic and a financial success, 

COMMISSIONER WALLS: Could I just interject 
here? Are these documentaries? 

HiR, WARGON: No, These are entertainment films. 

THE CHAIRMAN: For TV? 

lIR, WARGON: For television, yes. On the 
artistic side we have entered one in the Cannes Festival, 
and we have been advised that it has been put on the 
program, which means it is in the running, which is in 
itself, perhaps, nothing more than a small indication, 
possibly, it has some artistic merit. We expect that it 
wlli be commercially successful. 


Je hope to go on producing in Canada, and 
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1) while the nature of the industry is perhaps outside the 

9 scope of the Commission, I do wish to say, because it is 

3] a problem which confronts all Canadians and has confronted 
4} us a long time: that is the drain of talent out of 

5| Canada. This is an industry which provides an opportunity 
6) tor talent... Top level talent. 

7 For a year we have employed writers, directors, 
gi musicians and people whose background has often been 

g| outside of Canada as it has to be because there are no 

10 Opportunities here. We have kept them here and we have 

11 Provided them with work that they could do and do happily 
12 in their own country. I submit that this is of some 

13) importance to Canada. 

14 Now, because of tne tax situation confronting 

is) ne film Industry we Find curselves in @ positiom ghene, 

thr 4t we are going to’ go on producing, in. Canadas, we-are 


2 47\\defeated before we begin. ‘we cannot hope to survive 


igiiexcept by resorting to evasive measures, which we feel 
19jare not in the best interests of this country. 
20 . THE CHAIRMAN: Will you tell us a little more 
91 \|about your industry and about your own company? Is the 
aziindustry the entire film industry or is it TV films? 
23 MR, WARGON: Our company experience has been 
gaionly in the production of TV films. That is not to say 
qs iithat we may not next week begin production of theatrical 
iim, Opportunities lie in TV film, and we have followed 
hose opportunities to date. 

I might also say in producins the series which 
me are now bringing to completion, we have of necessity 


ollowed a pioneer course. Je have done a good many 


29 


30 
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things for the first time, and in a very small way we 

have made some history. It is the first time, we believe, 
that Canadian banks have invested in a film industry. 

ic vere offered financing from the U.S. There were offers 
to finance the production entirely. We resisted those 
offers because we wanted to keep the control Canadian, 

and we were successful in keeping it Canadian through 

the investment of Canadian banks; as £ Say; for’ the Tiree 
time ever, 

All this haS been done; I think it has been 
done successfully. I think the result is a satisfying 
result, and tne accomplishments have been good accomplish- 
ments, but we cannot go on under the present tax situation 
except, as I say, by resorting to evasive measures which 
me DLectlare -undesisanre,. 

THE CHAIRMAN: How many companies would there 
be in your industry? 

LR. WARGCON: I cannot answer that with certainty. 
I co not know. There are possibly half-a-dozen companies 
which might be called major companies, and I ar! using 
magzor in the sense that they would have a volume, an 


annual volume of ‘business’ whien would exceed nalr-a-million 


THE CHALRNAN+ Crawley’ Films ‘ould be-a 
COMDECLE Or of- yours; “vould “they noc? 
HR. WARGON: Yes, they would. 
THE CHATRIAN: Your own company started when? 
= J 
is ita’ new company? 
lit, ‘JARGON: Yes; it is a new company. It was 


incorporated in May, 1960. 
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1 THE CHAIRMAN: Presumably it is a private | 
2) company? 
3 MR. WARGON: It is a private company. 
4 COMMISSIONER MILNE: When you speak about the 


5] help you hac from Canadian banks, would that be banks as 
6| such or I.D.B.? 

7 MR. WARGON: I.D.B. is one of the banks, and 

8 the other is the commercial bank, chartered bank, 

9 COMMISSIONER WALLS: Insofar as the revenue 

10 that you are already gathering from foreign movies, do 
11] YOu seriously think that in dealing with movies, that 

12 outside of documentaries, Canadian producers should be 
13) encouraged by tax laws to compete with the two big 

14| English-speaking film countries, like the U.K, and U.S.? 
151m a country that is this small can we even, by tax 
16|;comcessions, hope to compete? 

17 HR, WARGON: Well, we have shown, if I may say 
18 || 5°. in the experience of our company that we are able 
19|\to compete artistically and commercially and technically. 
90 "'e cannot compete under tax legislation as it now exists. 
21 _ COMMISSTONER WALLS: Have you not been entirely 
q2\|operating on a video-tape basis? 

MR. WARGON: No, not at all. Our production 


as been entirely on motion picture film. Video tape is 


amagnetic film, There is basically no difference in 

the approach to production. ‘There are some technical 
differences. The difference primarily is when it comes 

o distribution. There are very few broadcasting stations 
that can broadcast video tape. It is limited almost 


30 entirely to the main centres where the netuork originates: 
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1| resional network orisinates. 

2. COMMISSIONER WALLS: Is that the reason 60% 
3) Gepreciation is given on film as against 100% on video 
4| because of the limitation of the extent to which video 


5} can be re-used in comparison with the original negative 


6| and the number of prints that can be used on a movie 


7 in many cases, I believe, up to ten years later? 

8 IiR. WARGON: That may have been the reason 

g| that that legislation was enacted but it is no longer 
10] the case because now copies can be made from video tape 
141 onto fllm in much the same way as copies are made from 


atives, anc these copies are now being successfull 


14] been made in establishing 609 for film and 100% for 


15) Viceo tape. 


16 THE CHAIRMAN: The durability of one is the 


18 LRG WARGONY. , Yess 
19 | THE CHAIRMAN: Approximately? 
20 lik. WARGON: One would have to be'a technical 


Q1\epert to answer that. 


BP THE CHATRAN: There is no great difference? 
23 im, WARGON: There is no real difference in 


4 \\oOraeticesexcept, ifs imay (say so} “as ‘regards Colour: 
25|Video tape is ‘capable of rendering colour. It is not 
26 o>cing usec yet to any sreat extent but improvements are 


27 |being made daily, and we expect shortly that it will be 


28 luced in colour as well as pack and white, 


ma COMMISSICHIR VALEG: You can use a video tape 
| 


Yeara Tron nov guse- the’ sane’ wey as you car use @ 
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2 MR. WARGON: Yes, I believe so. 

3 COMMISSIONER GRANT: As to the cost of productio 
4) of those half-hour films which you recently made, are you 
5] able to call on a pool of actors for that, or do you have 
6 to pay them for each assignment or do you nave to retain 

7|| them on your staff over a longer period than the course 

8] of producing the film? 

9 MR. WARGON: ‘Je have made 39 films in the 

10] entire series. There is some completion still to be 

11] done. The star, the leading performer, vas retained 

12] under a special agreement. The other people vé were able 
£3) to call upon from the pool of Canadian acting talent 

14) which is quite resilient. ‘ie do not have to retain the 
ig} others. Vile paid them for each individual appearance. 

16 COMMISSIONER GRANT: So the success of your 

i7t industry in Canada, because of the limited local market, 
i8| depends, to an extent, I suppose, on your ability to keep 
19] down your production costs? 


Lie. WwARGON: | Yes, dike any industry, oroduction 


much less than American producers can; This°is a2 myth 
that everything is cheaper in Canada. It is not. -e 

‘ 

pay our talent just as much or virtually as much. in 
some cases we may pay a little less for service, but the 
iservices are less efficient because we do not have the 


sreat pool of services which exists in the U.S, I would 


say virtually the operating costs are comparable. 
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COMMISSIONER GRANT: Of your 39 productions to 
date, what international success have they had? 

MR. WARGON: They have been sold in England. 
They have been sold in Australia and sales are now being 
negotiated in the United States. They are being 
translated into French and will be seen in France. It is 
contemplated that they will be translated in German, 
Spanish, and Japanese. In other words,the indications 
are that these will be successful. 

THE CHAIRMAN: You have completed those and 
you are proceeding to production of a new series? 

MR. WARGON: We haven't entirely completed them. 
There is a little more work to do finishing them. up. 

THE CHAIRMAN: You are planning your next series 

MR. WARGON: We are planning another series. 

COMMISSIONER GRANT: There is no call for colour? 

MR. WARGON: These are in colour. 

COMMISSIONER GRANT: They are in colour? 

MR. WARGON: Yes. 

THE CHAIRMAN: Dealing only with your first point 
depreciation, for myself I find it a little difficult 
seeing what the impactis.of 60% as - opposed to what you 
would like, which is 100%. - ' | I ean understan 
a high depreciation rate would improve the cash flow and 
the incoming funds would be reserved to meet your debts 
if depreciation was 100% and furthermore with irregularity 
as to profit it mightbea little more satisfactory, . but 
with the carry-back provisions of the Income Tax Act, if 


you don't take enough depreciation in the first year and 


continue to a profit, in the second year you can get the 


Weuat 
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| 
benefit of that depreciation. Is that of such | 
significance that it makes an awful lot of difference to | 
you? | 

MR. WARGON: I feel it is, but I would like to 
refer that question to my colleague, Mr. Fard. I feel 
he is more able to answer it. 

MR. FORD: Mr. Chairman, while we have suggested 
in the brief that 100% would be more appropriate,that is 
hinged basically upon the video tape be ing 100% rate. 

We feel a promotion picture film destined for television 
is really no different than video tape, and therefore 

we fail to see why there is a difference or distinction. 
However,the different method of calculating depreciation 
for tax purposes, along the line of the U.S. method, which 
is the amortization of the production cost over the 
anticipated revenue would be an acceptable alternative. 

So far as we are concerned there is no particular magic 


about the 100% rate. We are simply concerned that we 


are allowed to amortize our costs as the revenue comes in. | 


So far as the loss carried forward and loss carried 
back provisions are concerned, the loss carry-back is 
not satisfactory from our point of view. In our appendix 
we give an example and ycu will see where we are able 
to carry the loss in the second year back against profit 
in the first year the loss in the third and subsequent 
years may not be carried back and therefore, the cash 
position becomes a little more serious. 

THE CHAIRMAN: Your proposition is to use some 
practice similar to the U.S. such as to estimate what the 


income is going to be. Is there any precedent for that 


1 


2 
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in Canadian practice? 

MR. FORD: I don't know of any. This is really 
why we went to the 100% rate. While we have a different 
form of amortization,there are reducing balance, capital 
cost allowance as an example of tax and franchise or 
leasehold interest. There has been no practice I know of 
that allows amortization on the basis of estimated 
revenues. 

THE CHAIRMAN: I don't think so, because it 
would involve judgments being made in every ait 

MR. FORD: That is correct. 

THE CHAIRMAN: I think the Department would 
consider that to be very objectionable and I am not sure 
the taxpayers wouldn't also. It is an exercise of a 
number of quite arbitrary discretions. 

MR. FORD: The system seems to wark quite well > 
in the United States, but there is, of course, they have | 
had more experience with it, both the Interal Revenue 
authorities and the industry. They are thoroughly familia 
with the workings. As I say, it seems to work satisfac- 
torily. In Canada we have suggested the 100% as being 
more appropriate, because it fits in with the Canadian 
system. 

THE CHAIRMAN: It does seem to. Would anything 
short of 100% give you satisfaction and not be arbitrary? 

MR. FORD: There is a difficulty there. It 
depends upon the flow of revenues during the distribution. 
If there is a series produced, for example, that was 
good for one year only, and there have been such types of 


series produced, you really need the 100% write-off, 
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1) anything less than halt slate rit capital cost allowance in 

2\| future years when there is no income or revenue to offset. 
3|| With production such as outlined in the example a rate 

4) of, say, 80% would probably put us in an equitable 

5|| position. 

6 THE CHAIRMAN: The real difference between the 

7| two, when it is 80% it is true that there is capital cost, 
8|| and 100% is virtually a departure from the whole principle 
9| the principle of capital cost. I think we have your 

10| point. Is there anything else on that, or shall we move 
11|| on? 

12 Let us take a look at the foreign taxation of 

13) film royalties. This seems to be your major problem as 

14| I read your submission. 


15 MR. WARGON: Yes. 


16 THE CHAIRMAN: By virtue of your Appendix A, 

17| the figures which you give, I would think it comes about 
2 18|| because foreign taxes are imposed generally on grcss 
and may in fact exceed the net profit. This, of course, 
is exaggerated in the case of Canada as opposed to the 
States. You say in here your big market is really 
outside of Canada and therefore if vou are going to be 
taxed on gross, 1t means that may or may not 

be taxed on profit. You may, in fact, be 

taxed when your operations are at a loss. That led me to 
consider whether the treatment in Canada which is given 
to properties and something else --- if you look at 
Section 110(1) which is the altermtive for rents and 
timber royalties, there is a formula there, of course, 


to have the choice of tax on net or tax on gross. I have 


1 


2 
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never seen anything like that in an international treaty. 
I would think if that sort of thing appeared in inter- 
national treaties it might take care of your problem. 
MR. FORD: It does appear, in fact, ina 
U.S. treaty with regard to real estate? 
THE CHAIRMAN: It does, you say? 
MR. FORD: Yes, Article XIII A. 
THE CHAIRMAN: Yes, you are right, Mr. Ford. 
I see Article XIII A of the U.S. Convention says: 
"A resident or corporation organized 
under the laws of Canada deriving from sources 
within the United States of America rentals 
from real property may elect for any taxable 
year to be subject to the tax imposed by the 
United States of America ona net basis as if 
resident or corporation were engaged in trade 
or business within the United States of America 
through a permanent establishment therein 
during such taxable year". 
If, in fact, that article were extended 
to your type of business that would provide.a solution for 
your problems. 
MR. FORD: Yes, that would be a cure, certainly, 
of the foreign tax problem. ) 
THE CHAIRMAN: We experienced a little difficulty 
in your Appendix A in respect of one figure there, 
and that is the domestic tax payable $93,900.00. It, 
of course, is worked out having regard to the income from 
the different countries. We haven't gone through the 


details of it to any great extent and I don't think 
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without a working paper, we could. 


MR. FORD: I believe that is correct. I have 
spoken to your research staff about it and agreed to 
work with them and show them how the figures come out. 

THE CHAIRMAN: That is fine. I don't want you 
to give us details now. Do you Know whether any possible 

ventures in the Canadian film industry have been killed 
because of particular tax difficulty? 

MR. WARGON: I believe that possibly no other 
Canadian producer has been in the position of earning 
any substantial revenue abroad prior to this time, so that 
possibly no one has had to face this difficulty before. 

THE CHAIRMAN: I wonder if you are correct. I 
have learned conversationally trt in British Columbia 
there was a firm opening a film in London, England. If 
that was the case, surely it would receive substantial 
royalties. Do you know of what I speak? I don't remember 
the name. 

MR. WARGON: I have also heard conversationally 
of the company. I know nothing about their operations. 

THE CHAIRMAN: Then, in paragraph 14 there is 
something I don't fully understand: That is the carry- 
over of a tax credit in addition to the advantages of 
receiving royalties without being subject to foreign 
and withholding taxes: 

"The U.S. producer has an advantage in that 
he is permitted to carry over a foreign tax 
credit from one year to the next or may deduct 
the foreign tax as an expense in the year it is 


incurred." 


i 
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I would think that the foreign tax would always 
be better used as a deduction from tax than as a 
deduction from income. Is that not always the case? 

MR, FORD: In this particular circumstance, for 
example, in our example in Appendix A we have used the 
foreign tax as a deduction from income because that gives 
the U.S. producer his tax advantage in the United States. 
There are a number of cases in both individual and 
corporation tax where it is more beneficial to claim 
deduction from income than deduction from tax. 

THE CHAIRMAN: That is because he is entitled 
to deduct from his domestic income and only entitled 
deduct from domestic tax on foreign income? 

MR, FORD: That is correct. 

THE CHAIRMAN: He has his choice then if he is 
not able to fully use his credit oftax of either deducting 
from income or holding it over as a future credit. | 

MR. FORD: That is correct. 

_ THE CHAIRMAN: Does that require being incorporated 
in the Treaties or is that done by domestic law? 

MR. FORD: That is done by JU..S. : law. 


THE CHAIRMAN: Subject only to our difficulty 


| with the calculation, which we don't want to hear about 


now, I think that is all. I think we fully understand 


| what you have put before us. We have completed our 


questioning. We assure you that we will take this fully 
into consideration as set out by you. This is a matter of 
extreme importance. I can see that. I can understand 

why it would act more seriously on ayoung Canadian film 


industry than it would on a competing film industry in the 


& 
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United States or in other countries. I think you make 
your point there very well indeed. Thank you indeed for 
appearing before us today and giving us this problem. If 
you have anything to add, we will be glad to hear it, 
otherwise we will conclude. 

MR. WARGON: I might speak to the question which 
was put to me earlier which I don't think was fully 
answered. That is the question of the implications as to 
whether we can, in fact, compete or should compete with 
large English-speaking producing countries, the U.S. and . 
Britain. Obviously this is a question which must underite, 
in speaking about this problem is it in fact desirable 
to have a Canadian film industry? We, of course, believe 
very strongly it is desirable, not only for the obvious 
cultural advantages and contributionsto the artistic life 


of the country and so on, but we also firmly believe 


it is economically desirable. It is an export industry 


and given a chance to flourish it will provide corporate 


| 
| 
revenue or revenue to the Government from corporate tax, | 
which will exceed present revenue derived on taxing | 
imports. — We believe given the opportunity to grow, and | 
I have to come back to that, because no one can foretell 
how long this will take, whether a matter of two years or 
ten years, but given an opportunity to compete on equal 
terms, and that is all we ask, we don't ask for special 
favours, we simply ask for the same considerations which 
are given to other industries, something approaching what 
the U.S. producer enjoys as it is with him we primarily 
have to compete, we wild be able to be successful in this 


and believe benefits economically and culturally will 
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derive to Canada. 

THE CHAIRMAN: Thank you. I believe some of 
your competitors have already been most successful in 
competing in world festivals or world contests. I have 
read of the awardsearned by Canadians with some satisfac- 
tion. I do hope likewise that you will continue to be 
successful. Thank you very much indeed. 

Mr. Secretary; is there any more business? 

THE SECRETARY: One further item of business: 
On April 4th, 1963, a brief was received in the 


Commission's office in Ottawa from the Moore Corporation 


Limited relating to 5% withholding tax on dividends. This 


Corporation will not be appearing and I therefore would 


like to enter this brief into the record as Exhibit No. 61 


| ---EXHIBIT NO, 61: Brief of the Moore Corporation 


Limited. 


THE CHAIRMAN: Very good, thank you. We will 
now stand over till tomorrow morning at 9:30. 


THE SECRETARY: Tomorrow morning at 9:30 we will 


| hear submissions of the Canadian Plumbing and Mechanical 


Contractors! Association and the School of Economic 


science. 


| ---Adjournment. 
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Tuesday, 
1 ‘ May 14th, 1963. 


A/MR/dpw 2| --- On commencing at 9.30 a.m. 
3 THE CHAIRMAN: Mr. Secretary, it is now 9.30. 
: ae you be so kind as to put us underway and introduce 


“ig visitors? 


fon) 


THE SECRETARY: Certainly, Mr. contrmees. Good 
aca We have this morning a brief from the Canadian 

g| Plumbing and Mechanical Contractors' Association. Officers 
glof this Association are present. Mz, R. Davidson, General 
10|Manager, will introduce his colleagues. 

+ At this time I would like to enter this brief 


42||into the record as Exhibit No. 62. 


14|--- EXHIBIT NO. 62: Submission of the Canadian Plumbing 
and Mechanical Contractors’ 
15 Association. 
16 
17 SUBMISSION OF THE CANADIAN PLUMBING AND 
18 MECHANICAL CONTRACTORS' ASSOCIATION 
19 Appearances: R. Davidson 
R.E. Belyea 
20 A, Twa 
91 THE CHAIRMAN: Thank you, Mr. Secretary. Good 


22|morning, Mr. Davidson, gentlemen. 

3 MR. DAVIDSON: Good morning, Mr. Chairman. 

24 THE CHAIRMAN: You may remain seated if you wish 
25\\to do so. Most people do. We have read your submission 
26 |and if you would care to review it for us or read it, I 

27 |think the most convenient manner would be to go by 

2g sections. You have set out roughly five points. If you 


29 |icould take it point by point and discuss them one after 


30 another; they are not particularly related one to the 
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Before doing so, I would ask if you would introduce your 
associates, Mr. Davidson. On my part I will introduce 
you to the Commissioners, whose names are all set out 
before us. 

MR. DAVIDSON: Well, Mr. Carter, gentlemen, 
lady, first I would like to express on behalf of the 
Association our thanks for the privilege of appearing 
before you and to introduce here Mr. Roy Belyea, who was 
the founder and first President of this Association and 
as he was Senior Controller of the City of Toronto for 
many years, he has more than a passing knowledge of tax 
matters, and Mr. Andrew Twa of the firm of Ernst & Ernst 
who are auditors for the Association. 

Mr. Twa is the tax consultant for the Associa- 
tion. Mr. Belyea will read the brief sectionally if you 
prefer it that way, Mr. Chairman, and Mr. Twa and Mr. 
Belyea will expound on the points that have been brought 
forward. 


THE CHAIRMAN: Thank you, Mr. Davidson. 


THE CHAIRMAN: You may stand or sit. 

MR. BELYEA: It doesn't make much difference to 
me, thank you. I will sit. I understand, sir, and lady 
and gentlemen of the Board, that you wish to take this 
up section by section, so the preamble and the first 
section of it will be left unquoted at this time. 

First, we have a section here - Computation of 
Income Under Long-Term Contracts: This Association had 


some part to play in the well-known M.N.R. - Minister of 


'MR. BELYEA: Mr. Carter, ladies and gentlemen - 


yy ONTO. ONTARIO 1403 
a) tekinne) Revenue - vs John Colford Contracting Co. Ltd. 

|| case conducted by one of its member firms John Colford 

3 Ltd. in relation to work done in the City of Montreal. 

4| Prior to the decision handed down in that case all billabl 


5| work done in a given year regardless of whether it had bee 


6| paid for or not, was to be taken into income for taxation 


| else The Colford Case decision ruled that holdbacks 


gi should not be considered as income until the final certi- 


g| ficate has been issued by the architect or consulting 


se icseetedie) This has the practical effect of establishing 


ete completed contract method since the holdback contains 


in the vast majority of cases, any profit to be earned on 


12 

13 the contract. 

14| In cases of this nature it is respectfully 

15| Suggested that the Act be amended to permit (a) the tax- 


| ta to have the optim of using the "percentage 

17\|\completion" method of accounting, such election being 

1g |exerciseable “contract by contract" as is the current 
| 


tae in the United States of America, (b) legallizing 


29 ||the “completed contract” method of reporting income. 

21 | THE CHAIRMAN: Do you think we might stop there? 
22|\That seems to be, to me, a complete point in itself. Is 
23\\that right, sir? 


24 | MR. TWA: Yes, it is. 


25. THE CHAIRMAN: I was curious, on reading this, 


26 as to whether the law as it stands now is not in a 

27 asonably satisfactory position in that one virtually 
7g |can have a choice of either percentage of completion or com- 
299 pletion contract method without some of the difficulties 


30 (which would result from the formality of trying to write 
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4j 1t out. It is a difficult thing to write it out, to set 
q down rules for procedure, I think. 

3 The Department has, I believe, indicated that 
4)| 1t will accept either basis subject to a two-year rule, 

5| in the case of the one, providing they are maintained 

6| consistently; is that correct? 

7 MR. TWA: Actually, the provision for reserve 

g| in Section 85 does permit the reserve on cost but it does 


force, in other words, the taking into income in that 


10| year any profit element. Secondly, although the Colford 


12 Still cannot recognize the situatiom iim which the 


f 
; 
\ 
H 
j 


} 

11| case straightened out the situation on holdbacks, ww 
| 
| 


13|| contractor has also borrowed witiich. frequently happens in 


i 


ja) contracts. In other words, if he is. permitted to bill, 


15|and he receives money from itis: principal, that is required | 


17 In many instances, that: is to permit him to 


1g build up additional inventory, tecause of seasonal condi- | 


19 tions, geographic location, and s0 om, 30 that I don't 


{ 
! 


{ 


| 
16|\to be taken into incone., | 
| 
\ 
| 


990 ||think that the Act does permit, as it stands: or the way i 
91 |\they proceed under it, that an appropriate method of | 


22 accounting on long-term contracts is available at the 


Secondly, the percentage completion method, on 


25 \the one hand, as opposed to the complete contract method 


96 on the other, I think the contractor involved in a job - 
27 |Z have in mind an experience with one client of ours who 

2g jwas faced with a rather expensive job based on the yardage 
29 of earth moving situation over vastly varied terrain, and, 


30 jin consequence, they actually had to plan their three 


ANGUS. STONEHOUSE & CO. LTD 


TORONTO. ONTARIO 1405 


1| years' work in such a fashion - this happened to be a 

2\|| company which was in Canada on a one-time shot in terms 
3| of this particular contract - the loss carried forward 

4||/ and back was very germane to the cost; they actually had 


sj to do the difficult work where they were going to lose 


lente on a cubic-yard basis first, so that they would 


7| then have the loss to carry forward. 


g| they would have been in a position that they would have 
it 


; Had they taken the geographic area of the job, 
| 
| 
[nad losses in the second year against the profits in the 


| 
141| first with no ability to take it back. 


10 


12| In other words, I think the completed contract 


13| has to be based on computed income. 

14 || THE CHAIRMAN: Was that not permitted with them? 
15. MR. TWA: There is, at the present time, a 
16|great deal of negotiation with the Department on this 
17|but if it is permitted, it will be permissive. They have 
18;no legal right to it. 


19 COMMISSIONER GRANT: They were being paid on a 


{ 
20 ||\yardage basis? 


21/ MR. TWA: Yes. In other words, there are so 


22|\many variations in the type of work and in the terms 


cs tare which a contractor borrows; so many things to be 
| 


24|\taken into consideration, including cash flow as opposed 


25 |\to just the question of the accrual income. We are faced 


26|with taxes which are indubitably cash and yet we must 

27 |match against that the concept of accrual income. You 

28 |\can very dott y - particularly in the contracting business 
29|\find yourself paying cash taxes on accrued income without 


30 |the cash ability to @m it. The contract has not produced 
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1| the cash with which to pay the taxes. 
2 It is the matching of these two conceots which 


3| 1s the overall important question. 


4 THE CHAIRMAN: Some contractor very often takes 


5| a fixed price job, a cost-plus job, or fee jobs, and 


| 
6] consequently he needs to use both concepts. 


a MR. TWA: This may well be. That is why it is 


g|| Suggested here each contract should be optional. 

9| This situation does obtain in the United States. 
10|;A contractor has the right, in terms of this contract or 
11| this contract, but he must be consistent once he has 


12\made up his mind what he is going to do; he has the 


13|right to determine this is the way he is going to act on each 


14 these contracts and make his election and then account 
15ifor his contract accordingly. 


16 THE CHAIRMAN: You mean to say he can proceed 


17|to put his contracts into Classification A or Classifica- 


18|\tion B as he pleases? 


19 MR. TWA: Yes. By contract. | 
20 |i THE CHAIRMAN: Where is the rule of consistency? | 
ot MR, TWA: Not as he proceeds. At the outset. 


22\|\He takes a contract that he knows is going to take him 


23|\three years to do. It is going to involve this cash or 


25\he has the right to do it on a contract completion basis 


24|}accrual income versus cash taxes, and in that instance 
26\of taxes. He takes on another contract in which he has 
| 


27 |a billable situation, in which case he has cash income, 


29 basis. 


30 THE CHAIRMAN: He is allowed the choice as he 


28 |in which case he can go on a percentage of completion 


17 


ea 


ust 


: 
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as 


proceeds? 


MR. TWA: That is right. 
i THE CHAIRMAN: Exactly on his own discretion 


without regard to the rules whatsoever, into which 


| elassification he places tne contract, provided he makes 


the election at the beginning of the contract. AmI 
correct? 

MR. TWA: That is right. 
| COMMISSIONER GRANT: Woulée he make his election 
at the beginning of the contract or would he make his 
“election at the time of filing his return? 
| MR, TWA: That is right. 
| COMMISSIONER GRANT: So that conceivably he 
ps. oF have about twelve months of operation before --- 
MR. TWA: Making up his mind, yes. The question 
i|here is not a question of how much income the tax shall 
lbe paid on. The piel is when the cash flow from the 
| 


|} contract makes the payment of tax possible. 


COMMISSIONER WALLS: Am I not right; you have 


| the choice of accepting either of these plans at the begin- 
i 


ning of the contract and staying with it. The only thing, 


i then, is the two-year limitation on utilizing the 

| 

Ce tei ae a a 

MR. TWA: There is nothing in the Act or regu- 


lation which permits a two-year limitation. That is a 


permissive practice on the part of the Department but no 
iuroees has the security of knowing this is the law. 

THE CHAIRMAN: Hasn't the Colford case destroyed 
the two-year limitation? 


MR. TWA: I don't think, particularly. The 
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1| Colford case, as I recall it, was related to whether or 
2 not the holdback itself had to be taken into income, 

3| again related to the concept of billing. In other 
4| words, I don't think that billing has anything to do 

5| with, not necessarily, the determining of income because 
6|L had one case, for instance - an American contractor up 
7 in Gander Bay where they were permitted by the U.S. 

gi Government to bill amounts vastly in excess of the work 
g| they had done because they had six months only in which 
190|to bring materials in and they were permitted to bill on 
11| this basis which, in fact, was borrowing, to make it 
12|possible to bring in an inventory to complete the job 

13| during the winter months. 


14 We have finally, on a permissive basis, again 


19 THE CHAIRMAN: Would it not be very unfair or 
20 ||wrong if the contractor was permitted to elect on a 
21|\five-year cost-plus contract to bring in his profit on 
22\\@ completed contract basis? 

23 MR. TWA: I don't think so, because I think 
24|anyone in the contracting business will bear out the 

25 ||\idea that although, with all the facts before you, you 
2\may have realized so much profit, the contractor himself, 
a7 after all, is liable for the repair, the straightening 
2g }jout of this and that. 

He has many costs which are completely contin- 


gent, insofar as the Act is concerned, for which there 
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1; 18 no provision or no consideration given and yet those 
2| contingencies are almost a statistical certainty in the 


3|| business. 


ee 


COMMISSIONER GRANT: Prior to the decision in 

5 the Colford case a contractor was being taxed sis profits 
of whieh _ the Department assumed were included in the 

7 holdback but which, at the completion of the contract, 

8| might turn out to be actually a loss. 


| 
9! MR. TWA: I think the very fact that the 
Colford case had to be heard is the best indication of 


11/ what we are trying to get at. 


12 The very fact it has had to be brought to 

13| litigation indicates that the Act was not sufficiently 
14/ clear. 

15 MR. DAVIDSON: Would you like us, sir, to pass 


16//0on to the next section? 


17 THE CHAIRMAN: I think so. Just a minute. Any 
18|more questions? Yes, please go on. 

19 | MR. BELYEA: Secondly, it is recommended that, 
20'where property is sold by a contractor on a mortgage, 


if 
21 installment sale method of discounting be permitted, for 


22\\example - 

23 | Taxable Income Sale Price 

24/Sold for $15,000.00 
' 25 Cost 13,000.00 

26 Cash down payment of 2,000.00 

27 |$1,500.00 (2/15 x $1,500.00) 200,00 


28 |\Pist year Principal paid 
nm mortgage $150.00 
292/15 x $150.00 etc 20.90 


terest to be added. 
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If the Contractor sells the mortgage, he should 


g)| be taxable at his profit ratio. The principle here is 


3 


> 


that the - there was an error there - credit sale (mort- 
gage) bears cash taxes, which 1s a very heavy burden on 
the cash flow of the builder when he has to wait for the 
cash because of the exigencies forcing him to sell without 
outside mortgage money. 

MR. DAVIDSON: Mr. Chairman, for clarification 
here on that; where it says $1,500, it looks like minus 


2/15. If you just bracket that 2/15 times $1,500 -it is 


not minus there, 


If you delete the word "forced" in the second 
line below that, because it might not be forced. 
THE CHAIRMAN: All right. Two-fifteenths is 


the ratio of the downpayment to the total amount of the 


sale? 


MR, TWA: No, unfortunately, sir, the cash down- 


payment is not $2,000. The $2,000 - there is no descrip- 
tion opposite it. It should be profit. The $2,000 
should bear the words "alleged profit" and then on a 


line below it it should be "Cash down payment of $1,500." 


MR. DAVIDSON: I am afraid my secretary wasn't 


as hep to the tax matters as she should have been. 


THE CHAIRMAN: So we are applying a ratio of 


the profit to the total sale price,to the downpayment, 


d all subsequent receipts of cash? 

MR. TWA: That is right. In other words, the 
rofit ratio.is used as the method of determining how 
uch of each cash payment received, etther by downpayment, 


y installment payment on the mortgage or by way of 
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1| discounting the mortgage subsequently - as 

2|| Suggested here is the basis of tax. It really is a cash flow 
3| tax method rather than accrual. 

4 THE CHAIRMAN: This is taking care of land, 

5|I think, is it not, under Section 85(1)(d), suteesbion 2? 

6 MR. TWA: It may be. I haven't the Act in 

7| front of me. I haven't had experience with that. 

8 THE CHAIRMAN: I think it probably is and you 

g| are asking for this treatment in respect of mortgages, 


190| a8 I read this. 


MR. TWA: What I am saying is: the builder has 


11 

12) laid out $13,000 for a building, to put up a building, 
13|)and we will discount the land situation here, although 

14) 1¢ would be a component in it. We will say this is 
i5|entirely for building. He has actually laid out $13,000, 


16||\because he has that much money out of pocket. 


17 He sells the property for $15,000 and by the 


1g ordinary method of accrual accounting would be held to 


20 ||\through the process of making a sale. However, in terms 


21,;0f running his business and having cash with which to 


22\|\function, he has only $1,500 that he received out of 


23|| $13,000 he is presently out. 


24 The suggestion is that the profit ratio deter- 


- 95|\mined by the sale itself should then be applied against 
26 ||any cash receipts, any cash which he receives, and his 


27\\cash tax should then be paid on that amount. 


28 THE CHAIRMAN: I think, if the treatment that 


29 ||was given to land, to which I have just referred, was 


30 


applied also to buildings, what you ask for would be 


giibe taxable on $2,000 of income because he has gone 
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1! obtained. | 
2 MR. TWA: I think the more pee principle | 
3| here is the cash tax. It is the important thing to the | 
4| contracting industry. It 1s particularly important, but 

5 it is important to anyone in business. However, it is 


¢| Specifically important here. 
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COMMISSIONER GRANT: Profit ta. be taxed over the 
2\|| period of the mortgage? 
3 MR. TWA: I am suggesting that he be taxed, 


4| but the element of every dollar he receives in cash in 


5! terms of profit ratio --- in this particular instance the 
i profit ratio is 2/15 --- for every dollar he gets, two 
7 fifteenths of that dollar will become taxable income. 
8 COMMISSIONER GRANT: Plus interest. 
9) MR. TWA: Plus interest. 
101 THE CHAIRMAN: You are sure this is not now the 
11! law? 
: 


12) MR. TWA: Well, if it is, I have been remiss on 
3 any number of instances. 
| 
i THE CHAIRMAN: I do not think it is, but I 
15|| wondered if you knew. 
16 MR. TWA: I don't know. The Act is a voluminoug. 


17 thing. I would hate to say you can't find this or that in 


1g) 1t, but I have not been able to find it personally. 
19) THE CHAIRMAN: If you could find it, I think it 
20) would be in Section 85 (B). 

MR. TWA: As I understand Section 85, normally 
you are permitted to reserve your costs, but your tax is 
taxable in the year you actually consummate the sale, be 
it even entirely on credit. 

COMMISSIONER GRANT: Whether you get the money 
or not? 

MR. TWA: Right. 

THE CHAIRMAN: The language is pretty broad. 


" ,.there may be deducted a reasonable amount as a reserve 


in respect of that part of the amount so included in compu 
ting the income that can reasonably be regarded as a portio 
of the profit from the sale." 
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It does not necessarily specify, and of course I do not 


think the law should exactly specify what the computation 


is, but I think it is restricted to land, although I do 
not know why there is that restriction. 

MR. DAVIDSON: I think there is a parallel in 
thinking here between (a) and (b) and the Colford case 
brings out the same thing. You pay tax on the money you 
get, not on the money you might get or are supposed to 
get. Shall we proceed with the second part? 

THE CHAIRMAN: Yes. 

MR. BELYEA: Capital cost allowance --- It is 
strongly recommended that the rates of capital cost 
allowance should be reviewed so that tax incentive is 
available uniformly to all taxpayers. 

Under present regulations the taxpayer is caught 
in the positon he happens to be in at the time determining 
the base for his ability to claim. It is suggested that 


it would be desirable to more closely relate capital 


cost allowance to the recovery of money expenditures not 


yet permitted for tax, with less regard to the assumed 


useful life of the asset. 
MR. TWA: I think those are two separate items — 

| actually. I must admit that such as I contributed to this 

brief was done very informally with Mr. Davidson.in his 

office one day with the phones ringing, and we did not 

| necessarily break the thing as well as we might have. 

The first point is with reference to the equip- 

| ment modernization specifically as relates to depreciation 

| but even more particularly to the creeping tendency in 


| tax legislation to work on the basis of bases. The fact is 


| 
| 
So 
x 
« ~ \s 
at en. \< 
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that the taxpayer is caught in whatever posture he may 
have been in the preceding year or preceding years, and 
then either fares well or badly depending on this 
completely accidental situation. This runs through the 
modernization of equipment provision and it runs through 
Section 40 (A) of the Act. It has become a principle 

that seems to be introduced into tax legislationwiich I | 
think should be investigated and thought out seriously, | 
because it means that taxpayers are taxed a little bit 

I think by something of the principle that they mt stuck 
by just the sheer accident of their position at the time 
the legislation is brought down, and that is basically 

the idea in these first two sentences of this Section as 


| 
it relates specifically to depreciation; the instance | 
being a company which erected a new factory two years | 

- 


aso or three years ago has virtually no opportunity wnateve 
of availing itself of the added depreciation incentive, | 
Sut the one which held off for one reason or another and 
then goes out and builds it today has the advantage 


of tax benefit fromthe additional depreciation offered. | 


THe CHAIRMAN: Is that not true of all tax 


; amendments. 


MR. TWA: This is true as of the date the 
legislation was brought down. You are then in a position 
to fare accordingly. Here you have no chance, because ther 
is the alement of retroactive legislation involved when 


something which has occurred in the past is now made the 


basis for your tax in the future. 


THE CHAIRMAN: You have lost me, I am afraid. 


I cannot think of an example of what has occurred in the 
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past being made the basis for future legislation. 
MR. TWA: We will say that as of today legisla- 


tion was brought down which increased the rate of 


| 
| 
| 
depreciation on a building. People are in a position to 
decide whether they want to put up a building or not 
based on the rate of depreciation, but if the rate is 
determined by reference to how much they increased their 
capital plant over the past three years we will say, 
they are no longer as free in their determination of 
their policy, because they we stuck with their history, 
and that ee factor that I am pointing out here: The 


fact that the historical accident of the taxpayer's 


position is a determining factor in his tax treatment 


whereas I think tax legislation should be set that 
everyone has the right to make up their mind in terms 
of their tax treatment as of the date the legislation was 
brought out without reference to their own past history. 
COMMISSIONER GRANT: In other words, if an 
amendment were brought in permitting accel erated. 
depreciation over what is now permitted on a building, 


say, a so-called reinforced concrete or steel-frame 


building, any person who now owns such a building could 
then take the accekrated depreciation if they wished? 
MR. TWA: I did not mean quite that. I mean 
simply this: If the legislation is brought down in such 
a fashion that everybody is free to make up theirmind as 
to what they are going to do about it without there 
being any impediment to their so doing, by virtue of thel 
own history, then I think the tax legialation is fair. 


However, if out of their own commitments, their 


“25 
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| 
own actions during the past two or three years, they are | 


impeded from taking advantage of something which comes 


3 down in the Act, I think there is an element of retroactiv 
| 


4 taxation involved there, because the taxpayer is stuck 

5 with his own history. I think this is fallacious. 

6) COMMISSIONER GRANT: I think Mr. Twa is really 
doing a little bit of philosophizing here. 

s MR. TWA: That is perhaps true. 

9| COMMISSIONER GRANT: It means that the results 
A of the past very often give rise to the changes that are 
nl made. 

12| MR. TWA: I think this is unavoidable, but I 
isl do not think legislation should be written in such a way 
n that it is not only unavoidable, but in other wards the 
is! taxpayers today are in varied asa because of what 
wl they have done, and there is nothing they can do about it. 
| Therefore, it seems to me the laws wherever 

18, possible, if they are going to provide incentives, they 
ie should provide them uniformly to taxpayers to make up 

99) their mind here and now as to what they are going to do 
a1| in the future, and not necessarily to be stuck with their . 
a past activity. 

23 The instance I cite is where two yeara ago a 

Rt oon went through, we will say, a program of capital 

ke ginend stuart by virtue of which they will have no 

26|| ability whatsoever to spend any money in the future or 
27), at least they don't need to. They have the equipment 


: ee them. It may well be if there is accelerated 


depreciation they will not be able to take advantage of 


it because of their own position in respect to themsdves 
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and what they want to do as a matter of company policy, 

but when you point them to this by saying how much have 

you spent in the past two or three years and only if you 
spend more than that will you be permitted something, I 

think there is an element of complete accident or at 


least a situation in which the taxpayer unwittingly is 


bound by policies which he undertook in the past. 
In other words, it fis this whole principle of 
tax treatment today using a basis derived from prior years). 
THE CHAIRMAN: You mean if there is to be tax 
treatment of a current or future year and it is related 
to a base period, whether it is a year or several years, | 
there should be an adjustment permitted in such base | 
period tc take care of abnormal circumstances? 
MR. TWA: Yes, very definitely, but it is much 
the same thing and although I was not personally involved 


in it, certainly the standing profits tax which after all 


had something of the same thinking behind it gave rise | 
to all sorts of costs and litigation because taxpayers 


were again caught in the accidental situation because of 


their past history. 


THE CHAIRMAN: That was emergency legislation 


during wartime, amd I do not think it is a particularly 


good case to quote, but since then we have had one or two 


instances I think of legislation which has been related 


to a base year, the most recent being research expenditure 


SSeass 


MR. TWA: Yes, and the sales incentive. 


en 


THE CHAIRMAN: That is right. 


——— ==: 


MR. TWA: It is this creeping tendency of tax 


legislation to do this that I think should be examined. 


f 

< 
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1| Let me put it this way: I think it should be thought out 


29 


30 


more carefully and the tax effect on the individual, and 
in other words in terms of the total country this may 
achieve what they are trying to do in terms of economics, 
but I do not think it is the right approach to the 
individual taxpayer. 

THE CHAIRMAN: If it is going to be anything 
related to the past which requires adjustment, it follows 


that the adjustment would have to be made by a person or 


' group of people I would say, which is of course difficult, 


and discretion handed out somewhere; presumably if one 
was not satisfied with giving the discretion to the 
Minister or his Deputy, that would require a board I 
assume. Therefore I would ask if th the current two 
items of legislation which we have referred to you 
think those should be taken care of by some kind of 
board or tribunal to pass upon what is in effect the 
basis of the past? 

MR. TWA: No, I would not suggest that. What I 
would suggest, and again I may be accused of philosophizi 
but I think the basic approach to tax legislation should 
be examined to determine whether this is a good principle 


to base a law, That is the principle of prior years as 


| a basis. 


THE CHAIRMAN: Do you have an opinion? 

MR, TWA: I think it is the wrong principle, 
personally. 

THE CHAIRMAN: Thank you. 

COMMISSIONER PERRY: I sympathize with Mr. Twa. 


Again he has got at one of the basic difficulties here in 
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offering tax incentives at all, because invariably when 


1 

2 one looks at it in terms of the individual taxpayer any 

3 incentive program is going to result in inequities, and I 
4 think what you are elaborating is only a minor aspect of 

5 this. 

6 MR. TWA: Of a much greater generality. 

5 COMMISSIONER PERRY: Of a much greater 

8 generality. Incentives have quite a varied effect on 

9 taxpayers in proportion to their ability to take advantage 
10 of them, andthisis inescapable. The fact that part of the 
11 calculatiauis using a base year in my mind is not very 

12 important compared to the more general difficulty, and I 
13 am not implying that I am opposed to incentives, but I 

14 have always felt once you start into a program of incen- 
15 tives you forget about equities. In other words, you 

16 made up your mind to say "no, these are going to create 

7 inequities, but in the long run they are worth it”. These 
18 incentives will be worth the gain to the economy at large. 
19 MR, TWA: Again at the risk of having Mr. Grant 
20 accuse me of philosophizing, I have read the discourse 
1 of Mr. Perry and the difficulty of the dual role of 

22 taxation as a method of raising revenue and also being a 
23 method of controlling the economy of the country and so 


on. This may. be very fine and yet I think the action of 
the individual taxpayer who finds himself in a situation 
which is not as favourable when compared to the taxpayer 
next to him if you ask him, and this is after all for the 
good of the national economy, and they are good hard 
dollars that he is paying out in taxes -- I think you will 


be asking him to make a reasonably strong moral personal 
sacrifice in 


29 


30 
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of the thing should be somehow or other controlled by 
some other source. 
COMMISSIONER PERRY: I think what you are saying 
is that we have no more tax Jaen: sae 
THE CHAIRMAN: Right. 
MR. TWA: This is basically my point. 
COMMISSIONER PERRY: It is quite an arguable 
point. 
THE CHAIRMAN: I think what you are telling us 
is your personal point rather than that of the Association). 
Am I not correct? 


MR. TWA: Yes. Actually I don't know that this 


peint out, I think in fairness I did --- perhaps I did 
not get as high up the ladder as we have gone on this --- 
but I did point out to him that the individual taxpayers, 
and after all he is the representative of a group of 
individual taxpayers, are called upon through the device 
of taxation to sustain some economic program or other. 
Did I fairly make that statement, Mr. Davidson? It is 
difficult to know, because this was ---- 

MR. DAVIDSON: It is a pretty big field that we 
have strayed into. 

COMMISSIONER PERRY: I had no intention of 
splitting your ranks. Let us all assume that we are 
in favour of incentives. 


is true. In talking with Mr. Davidson and bringing this 
MR. TWA:, I think all this reads from there on, 
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Mr. Belyea. 

THE CHAIRMAN: We got to the bottom of page 2. 

MR. TWA: Yes. 

MR. BELYEA: It is suggested that it would be 
desirable to more closely relate capital cost allowance 
to the 2 le SAI money expenditures not yet permitted 
for tax, with less regard to the assumed useful life of 
the asset. 

It is also recommended that, for capital cost 
allowance purposes, consideration be given in particular 
to removing the inclusion of all building services in the 
classification of the building. Examples are elevators, 
sprinkler systems, electric wiring, transformers, 
plumbing, heating, air conditioning. None of these items 
are dissimilar to “machinery and equipment" which bears 
a 20% rate of depreciation, but, because they are listed 
as "integrally a part of the building,” they bear only 
5% or 10% depreciation depending on the building. 
Sprinkler systems, for example, although they do reduce 
fire insurancerates, take so long to recover in terms of 
cost that, tax wise, the owner is better off to save his 
capital and pay the extra insurance premiums as he goes. 
It is suggested that the present depreciation regulations 
definitely discourage building improvements because of 
the low recovery rate for tax purposes. Specifically, 
therefore, it is recommended, without prejudice to (a) 
above, that services within the building should be 
evaluated in terms of their useful life, and not in terms 
of the building itself. 


THE CHAIRMAN: That is an interesting point to 
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1; discuss. When capital cost depreciations were established 
2| there were two courses that the Government could pursue; 

3| One would . group .. the capital cost allowance and as 

4|| you may remember the other was to go more to the U.S 
system, which at that time covered one very large book 
and had detailed rates. They chose the former approach, 
and in that used what they considered at thattime to be 
liberal rates in sort of basket areas into which every- 

! thing was dumped. 

Of course one of the by-products of this is that 
if you have a building without any aquipment in it, you 
get the same maximum depreciation allowance as you do on 
a place filled with equipment. That is the point that you 


| make? 


-——— 
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{ 
This is the imperfection of this kind of system, 
but if they had taken the other course there would have 
been imperfections in that, and one must, I suppose, 


consider one against the other. 


1 
2 
3 
4 
5 COMMISSIONER WALLS: Because of the difficulty 
6| in separating the wiring and other mechanical benefits 

7| that go into a building from the building itself and 

8| recognizing the soundness of your argument that these 

g| benefits would depreciate faster than the building, as 

10) an alternative, would you suggest that the miectateae 
11|rate on the buildings which contain these benefits 

12| Should be increased? 

13 MR. TWA: Actually, I don't think so. I think 
14| the rates, as Mr. Carter said, are liberal. We do have 
15| the two; the five and the ten per cent. You can take the 
16|| Same elevator which may be a rather expensive piece of 
17|equipment and if you had a frame building with sufficient 
1gheight that elevator in one building would bear 5% and 
ig|in the other 10%. It seems to me, quite frankly, I 
20|\Wwould be much more in. favour of seeing - and I think here 


21|1 can speak in terms of the brief and the purpose of the 


22\\People appearing - that no one wants to get into the 
23|\Suide situation they have in the States, but I think 
24\\there is here, as it specifically relates to the building 
25 industry, those people who are particularly related, as 
26 are plumbers and heaters, to the various parts of a 

27 |building, some provision might be made of these things 

28 which are a complete system, such as a heating system, 

29 and the elevator system and the sprinkler system and the 


30 jelectrical wiring system and so on; something that doesn't 


~«~ < 
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have the life of the building in which it is installed, | 
2 and, in fact, has a life of its own that is in no way | 
3| related to whether the building is frame or brick. 

4| THE CHAIRMAN: I think your point is well 

i taken. I am not sure what should be the life of a building 
6 even though it has an integrated system of equipment. 

w| The thought should be kept in mind that the measurement of 
al the rates should be looked at, having regard to what you 
9) think of, if they are included in composite rates to take 
10. care of both or one for what is in it and one for the 

Mi building, I suspect the building rates would come down 

12. and the other go up. 

13| HR. TWA: Of course, ne situation in the past 
14) decade of rising real estate values is something that 

15| has prevented any real proper assessment as to the assess- 
H ment of buildings per se. I certainly think that the 

7) rate for the buildings themselves are, if anything, rather 
18, iyberal. 

19) COMMISSIONER MILNE: Mr. Twa, when you were 

10 | speaking about the mechanical system in a building and the 
e) life of the systems and the Chairman suggested the possibl 
22 | assessment where there might be a little study taken, woul 
n3| you think there is a possibility of the life of these 

24) systems being reasonably near each other? 
A MR. TWA: I don't know. I would think that 

26 | probably plumbing and heating might have a different life 
27 | Chan, say, an elevator life, and so on. Perhaps the 
28 || difference might not be so great that they would have 
to be put into separate classifications. 


COMMIGSSIONGR MILNE: I am thinking particularly 


§ 


6 
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and I live in Winnipeg - of one elevator in one building 
there. I am sure that elevator must be about the oldest 
thing in Winnipeg, but it is still in excellent working 
order. 

MR. TWA: Yes. On the other hand it is 
conceivable, with the modernization of building and so 
on, that the elevator should be changed just to improve 
it to the service that is required today, yet with the 
miserable 5% it would be very discouraging. 

COMMISSIONER PERRY: It was on this basis 
the British for years did not allow any depreciation at 
all for buildings. From the Treasury they could see 
buildings that were a thousand years old. They said, 
"What do you mean; buildings are depreciated? Look at 
them," 

MR. DAVIDSON: I think some of the plumbing 
would be. 

MR, BELYEA: Mr. Chairman, I might point out 
at this time, in our business our experience is that 
you take some of the very finest homes in Forest Hill 
Village and some of the other districts where the homes 
there are 30, 35 years old, and we are already taking out 
the plumbing system and replacing it because they have 
got into the condition they are going to damage property 
if they are not replaced. The houses themselves generally 
are perfect. They just have to have a new vein in then. 

THE CHAIRMAN: Is that generally the case, Mr. 
Belyea? 

MR. BELYEA: It is generally. 
COMMISSIONER WALLS: Is this more applicable 


to wiring than plumbing? 
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1) MR. BELYEA: Wiring becomes obsolete very fast. | 

2) MR. DAVIDSON: And air conditioning. | 
i 

3 | COMMISSIONER GRANT: Is there any yardstick 


4| that you have that would give us the percentage cost of 
5; services in, say, an office building or apartment buil- 
6, ding? 

. MR. DAVIDSON: Yes, there is, Mr. Chairman. 


gi There is a rather close percentage to the mechanical 


| 
|work in taking plumbing, heating, air conditioning and ven 


jo tilation _ to the total cost of the building. It is prett 


{ 


11) well-known generally. The electrical work also is a 


12| percentage that is pretty well-known. Any general 


13| contractor or any architect could almost give you, within 
re or 2 per cent of the cost of the building, how much 

15, the mechanical would be and how much the electrical would 
16 be. 
17! THE CHAIRMAN: When you say "pretty well-known" 
1g are there accepted standards you could quote to us? 

19| MR. DAVIDSON: I would think so, Mr. Chairman. 
20'1 will give you a rough rule of thumb and say that che 
sil movers work in a building would be approximately 

2p betuden 25 and 30 per cent of the cost of the building 

23 | and the electrical work might be somewhere in the area 


24|0f 10 to 15 per cent. That could be confirmed by any of 


- 95\\the architectural firms in town. Generally speaking, 
26 that is about a rough rule of thumb. 


27 |} COMMISSIONER GRANT: Are you including elevators? 


28 MR. DAVIDSON: Mechanical is plumbing, heating, 
29 |\ailr conditioning and ventilation. 


30 COMMISSIONER PERRY: Perhaps, a supplementary 
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question to that would be whether this element in 
building has increased since the present rate was set 

for depreciation. 

MR, DAVIDSON: I would think so. I would think 
| it is because - for one reason particularly - there are 
= air conditioning systems in buildings today than 
Pinéze were 10 years ago which forms part of the mechanical 
content. 

COMMISSIONER GRANT: If you take mechanical 
plus the electrical plus the elevator service --- 

MR. DAVIDSON: You might get close to 50%. 
COMMISSIONER GRANT: You might get close to 


50%, which would include the cost of construction, 


7 


including excavation and foundation? 


MR. DAVIDSON: That is correct. 


COMMISSIONER GRANT: On which there is no 


depreciation now allowed. 


MR. DAVIDSON: Shall we go on, sir? 

THE CHAIRMAN: Yes. It is very interesting. 

MR. BELYEA: Depreciation - It is noted that 
present legislation discriminates in the rate of deprecia- 


tion of frame buildings as contrasted with concrete and 


steel structures. Steel and concrete structures carry 
half the depreciation allowance that a frame structure 
does. It is suggested that, if encouragement is to be 
given to owners and investors to build better buildings, 
and buildings that provide a better fire risk and hence 

e less costly to communities which have to protect them 
rom fire, consideration should be given to accelerated 


epreciation for concrete and steel structures. 
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1\ THE CHAIRMAN: Thank you. Before one gets to 
2| incentives I suppose one must be concerned about matching 
3) of cost and income, and if a frame building has a shorter 


4| life I would assume it should enjoy a higher rate of 


5| depreciation; is that not correct? 

6 MR. TWA: I think basically it is, although 

| that capital cost allowance does not necessarily indicate 
g| depreciation on a piece of property, but rather a return 
gon tied up capital. In other words, it is a dollar 


| 


19 deduction permitted rather than depreciation per se, as 


1; We understand it. I am going to have to stay entirely 
1p out of the discussion because I just talked against tax 
ih ae 

at This particular point of Mr. Davidson's is 
1s Very meaningful to these people because they, generally 
i6. speaking, are the kind of buildings where there would be 
17 nore services of the kind which they supply. 
tal THE CHAIRMAN: Thank you. We will address 
19 ourselves to the incentive element of this. I am 
39 | curious as to why the incentive is desirable. Is there 
21 not a natural urge to build something better than a 


97 |\frame building? Are incentives desirable to encourage 


| 
93 building of buildings of steel and concrete? 


| 


Hi 
HT 


24 | MR. DAVIDSON: There is, but we get down to 
25 | the dollars and cents part in respect to depreciation 
26 as contracted between one and the other. Then again, 


97 \this varies according to the part of the country you are 
2g jin. I find in the eastern part, and this is my own 


99 |jobservation - in the eastern part - and I am talking of 


39 ithe Atlantic Provinces - there seems to be more frame 
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1| buildings going up than there is in the central or western 


2) parts of the country. It all hinges around the deprecia- 


3) tion. Looking at it from an owner's point of view, who 


4) 1s going to build in an area where he has a choice 

5| between lumber or frame or concrete, which is he going 

6|| to choose, having in mind the cost part of it, the depre- 
7| cLation part of it? 

8 THE CHAIRMAN: One should, first of all, look 

9| at taxation seeking neutrality, trying to see what the 

10; effect would be if there were no tax whatsoever, and then, 
11| secondly, perhaps to say it is desirable that these things 


12) be directed in qa course. I suppose that is what is now 


13 occurring, Mr. Davidson; that these things are finding 
14) their natural directionas if there were no tax to them. 
15|| Your suggestion is that there should be direction in the 


16||country in favour of putting up something better than frame: 


17|/buildings; is that right? | 


18 MR. DAVIDSON: That is right. 


19 COMMISSIONER PERRY: Would your statement 


20 regarding the Maritimes apply to factory buildings? ! 


21 MR. DAVIDSON: No. | 
22 COMMISSIONER PERRY: Are they still building 


23|\frame factory buildings? 


24 MR. DAVIDSON: No, I wouldn't think so. 
25 THE CHAIRMAN: Possibly warehouse, I suppose? 
26 MR. DAVIDSON: Yes. I am thinking of the 


27 |fishing sheds and so on that you see in Newfoundland 
28 |and down around the Nova Scotia coast and so on. This 


29lis a matter of discrimination that seems to me to be 


30 wrong. I don't know whether it is right or not because 


s 
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1| I do not purport to be a tax expert. It seems wrong to 
2| me that there should be a difference in depreciation 
3) because of the material that is being used. 


THE CHAIRMAN: The suggestion is that frame 


wh 


' buildings will last only half as long as the others. 


1 
| 


6| if that is correct, of course, the depreciation rate 


wr 


should be more. It should be double. 


MR. DAVIDSON: If that is true. I don't know 


ao) 


g| whether they do last any longer or not. There are pretty 
{ 


10| Old frame buildings in this country that seem to have 


| been going for some time. 


i 
vi COMMISSIONER GRANT: What depreciation does a 
| 
i 
13 building of frame construction with brick veneer exterior 


14; Walls carry? 


15 MR. TWA: You can get into a very interesting 
16 hassle where you get a mixture between these two things. 
a MR. DAVIDSON: I can't answer the question. 
it COMMISSIONER GRANT: With reference to your 


49 observation that you find more frame construction in the 


99 \East Coast, I think that is true, and I think that it 
} 


91 (was generated, to a large extent, through the National 


i 


22 \Housing Act policies, and a great many apartment buildings 
93\\were built of frame construction because (a) they went 


24 [UP fast, and (b) there was higher depreciation permitted 


25 and the money was made available through Central Mortgage 
26 ba Housing. 


| 
a7 | Now, it is interesting, I think, to note that 


29 ithat there has been a definite trend towards the steel 


30 


nd concrete type of building which offers better housing 


(a market takes care of the situation to some extent in 
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| as will command better rents. 

2| MR. BELYEA: As I sit here and listen to this 
3| discussion I can't help finding myself being a bit of a 

4| Philosopher. I suppose all businessmen have to be more 
he less philosophers or they can't stay in business. 

6 COMMISSIONER GRANT: I must say I didn't 


7 criticize Mr. Twa for being a philosopher. I welcomed it. 
gi Lt merely made the observation I thought he was. 

9 THE CHAIRMAN: I don't think anyone is opposed 
10| to philosophy. 

11 MR. BELYEA: I think it would be well if we 

12| all did a little philosophizing about these things when 
13 we consider the life of these buildings. The buildings 
14), in Montreal - I have looked at these buildings, the 


15|brick-veneered apartment buildings, buildings they would 


16|;\not permit in Ontario, in sections; certainly not in 

17|| Toronto. I am philosophizing now. I would ask you a 
1g|Question. Perhaps I am not permitted to ask a question. 
19 COMMISSIONER GRANT: Certainly. The only point 


20|is, I am not bound to answer it. 


21 _ MR. BELYEA: What I am wondering is: would it 

22\\be a solution to the situation if we set up a system of 
23\taxation that wrote off a building at a certain given 

24|\time and that building had to be taken down and replaced 
25|with a new, modern type of building? 

26 THE CHAIRMAN: That wouldn't be a system of 

27 |\taxation. That would be a commissartat, a totalitarian 

2g isystem, I would think. Taxation is concerned with collecting 
29| the revenue on which the Government operates. 


COMMISSIONER GRANT: I will answer the question 
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j| as it strikes me, and that is, in my part of the country 
2; I don't think you would get very many people who would 


3) put up a building if they found they had to take it down 


| 
4 when it is was fully depreciated. 


S| COMMISSIONER PERRY: It might be of advantage 


t 
ii 


6, to the plumbing industry. 


7 MR. BELYEA: It might be to the advantage of the 


8| whole building industry. Take automobiles; they last for 


th 


| 
9|' ten years and they are scrapped and you get a new automo- 
10/ bile. If you wrote off all the houses at a certain age, 
11/40, 50 years, and said, at 50 years it has been written 


12) off, so you build a new one now, a new, modern building. 
13} 


| 
4 
| 


I get your point that it isn't taxation. 


THE CHAIRMAN: I think it is a very important 


15| social suggestion. To my way of thinking if it was carried 
16 out we would have no slums. It might be a fine thing to 
ido. I think you are in the wrong place to pitposentt® 
MR. DAVIDSON: I think Mr. Belyea's philosophy 


19, is not definitely a recommendation of the Association. 


20|I should make that point very clear. 


21) COMMISSIONER BEAUVAIS: On that basis I think 


22! you would destroy 95% of the properties in Quebec. 


23 THE CHAIRMAN: Then sales tax. 


MR. BELYEA: Sales Tax - A/c and Tax Refunds - It 


'25)is suggested that the present differentiations for federal 
26) sales tax purposes between air conditioning necessary 


ifor production (exempt) and air conditioning for the 


28 comfort of the staff, clients, patients or customers 


29 (taxable) is ludicrous. 


BRET MR. TWA:I think that is a breaking off period. I am 
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1] sorry to interrupt, but we go on to something else. 
2 COMMISSIONER WALLS: Blowers and ducts for 
3| air conditioning are exempt for most industrial use. 
4|| There is practically no form of industrial use, I 


5| believe, that the ducts and blowers are not exempt on. 


6| You have a situation that in order to keep plants in a 


7| healthy atmosphere you can put in air conditioning 

8| ventilation in a greenhouse and have it tax exempt, but 
9| when you attempt to do it to human beings in a building 
10} it is not. 

11 The next inconsistency is: you can put ina 

12| heating unit in an office building, complete with ducts, 


13| and it is tax exempt, but if the unit is to cool the 


14| atmosphere then it is not tax exempt. 
15 Then, finally, you fellows got smart and used 
16) the same ducts for both air conditioning and heating. They 


17. now. exempt the air conditioning ducts only for air condi- 
tioning. 


Here you have a further inconsistency in your 


industry, where some of your equipment is exempt and 


20 ||some isn't. 

21 -MR. BELYEA: That is correct. 

22 COMMISSIONER WALLS: I must say I think you 
23||have a very strong case. 

24 MR. DAVIDSON: It takes very devious steering 

25 ito move through the maze. 

26 THE CHAIRMAN: Thank you. Your point is well 

27 |taken. 

28 MR. BELYEA: End use, based upon proven necessity 


der a bill of goods for a sales tax exempt job, should 


rovide an immediate exemption rather than the present 


| 
Ss | 
° 
- + 
3 
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1 costly and cumbersome necessity of paying tax and 
} 


2. then applying for a refund. 


on 


/MR/ss 1 | 
| y. 

3 

4 


5 
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COMMISSIONER WALLS: How long a wait does this 


generally entail? 


MR, DAVIDSON: I think it depends on the 
recipient. Either too long or just long. I really 
couldn't answer the question, excepting it does seem where 
money is required in the operation of a business right 
now, it would seem long if we have to wait until tomorrow 
or next week. I think that is the general principle. 

MR. TWA: Yes. I don't know a great deal about 
it. I have never been able to learn very much about sales 
tax, but certainly I have had instances where sales tax 
has. been paid at least twice on the same thing and the 
taxpayer has had to wait for tax rebates or abatements. 
There is only one thing to do: Pay and fight yourway | 
out of the paper bag and get your money back. It seems 
to me that it would appear that nobody has the slightest | 
credit rating whatsoever with the Sales Tax Department, 
whereas you do have in terms of income tax, and so on. 


The whole machinery of sales tax collection, 


there have been many things done to reduce the number of | 
drawbacks that have to be claimed, and so on, but nee, 
less there is still a great deal to be done in that area 

where the taxpayer has proven his position, is registered | 


and receiveshis money back. 


It would seem to me if he thinks he is axempt, 


he should be permitted not to pay the tax. If an audit is 
found he should pay the tax, there are penalties, and so 
on, available anyway. 

COMMISSIONER WALLS: Is the delay not as much 


on the part of the applicant for the drawback as it is on 


vene 


a 


| situation. The sales tax had been paid to a supplier. The 


| They pati the sales tax out twice. It turned out they were 


| 
28 


| 
29 : 


30 


| 


| 
| 
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| the Department giving the cheque? 
| 


MR. TWA: That may well be. Because of the 
documentation, and so on, that is required to be amassed 
in many instances on the drawback, the delay is somewhat 
understandable. 

THE CHAIRMAN: It seems to me your point is well 


taken. If I were a taxpayer, I would be inclined to 


| deduct what the Department owed me from what I owed the 


| Department and send them a cheque for the difference. 


MR. TWA: You may not get away with it, though. 
THE CHAIRMAN: What would the consequences be? 


MR. TWA: I know of one instance where exactly 


| this was done. It is not related to this particular 


4 
{ 
! 


supplier still had to pay the sales tax to the Department. 


exempt anyway; they got it back from both sources, 
ultimately. 


MR. BELYEA: More generally, it is recommended 


subject to sales tax audit and interest payments if made 


| 
| 
| 
chat tax refunds, where necessary, should be immediate, | 
| 
in excess of entitlement. The taxpayer should not be 
required to wait for his money until an audit by the 


Department is convenient. 

4, Taxation - Employees Fringe Benefits - It is recommended 
that the regulations be consolidated in respect to element 
of the employee's remuneration withheld and vested in him 
in any kind of plan (deferred profit sharing, pension, 


welfare, supplementary unemployment benefit, etc.). It is 


sugzested that these should be free of tax to the employee 
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1} until such time as he actually withdraws cash from it - 

2)| and allowable as a deduction tothe employer. 

3 To avoid abuse, some restriction probably | 

4| expressed as a percentage of the employee's realized : 

5; income, should be established, and, it is suggested, tha 
this percentage should be scaled - ie 

0 to $3,000 per annum- 20%! 

$3,000 to $6,000 per annum- 15%) 

etc, 

The inclusion of all such plans, approved only 


as to bona fides, under one comprehensive tax provision | 
i 
would greatly reduce the present cumbersome administrative} 


procedures and encourage appropriate provision for 


| | 
13) future employee welfare procedures. | 


14 Present provisions for taxability of the employes 
15| upon receipts withdrawn from a plan based on the average 
16| of the three prior years tax rates, etc. should, it is 
t7| suggested, be left in, but modified to permit such benefits 
18) only where withdrawal is due to discharge or deach. Under 
19| the present systemit is felt that employees might be 
encouraged to change jobs merely in order to lay their 
| hands on built-up credits under the tax privilege of three, 
years' averaging. The employee should be permitted the | 
option, if changing his job, to avoid taxation on 
accumulated benefits in the current year by leaving ail 
or some benefits in the existing plan, or if Provincial 
machinery exists, allowing it to be transferred and 
deferred to some central plan. 
THE CHAIRMAN: Thank you. Employees' fringe 


benefits, any questions? 


MR. DAVIDSON: This is a matter of some oiesuuameis 


j 


e 
< 
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At the present time we have in this Association locals. 
One of the prime reasons for existence of this Association 
is to negotiate labour agreements with the various 
locals all across Canada, and each local has its own 
peculiar conditions of operation. 

In this one where tlere are 3300 men involved, 
there was a welfare plan negotiated about six years ago 
and under the conditions, or under the wording of the 
agreement there was some question as to whether the 
amount that was deducted from the employees! wages for 
this welfare plan should be tax-deductible in the hands 
of the employee. 

I went to Ottawa. I got a written ruling from 
the Legal Department of the National Revenue on it and 
they ruled, of course, that the deduction should not 
be taxable in the hands of the employee, because, and it 
made sense, the employee never got that money unless he 
was sick or went to the hospital or something like that 
happened. 

However, in the past --- that is six years 
ago --- in the past six years that decision has been 
challenged and reversed three times and there is still 
some discussion going on as to whether this money should 
or should not be taxable. 

What we are trying to get at here is to see if 
the law could not be clarified in respect of these things 
so that there wouldn't be all this travelling back and 
forth, and time consumed for determining whether this 
money is or is not taxahle in the hands of the employee. 


COMMISSIONER GRANT: Has it been challenged 
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1) within the Department? 

‘ MR. DAVIDSON: Yes. 

5 COMMISSIONER GRANT: But not by court action? 
‘| MR. DAVIDSON: No, 

5 COMMISSIONER GRANT: Well, my understanding of 


m a pension plan or welfare plan, or any plan which is a 
7 contributory plan is that, first of all, the written plan 
gi has to be filed with amapproved by the Department of 
g| National Revenue. 

10 MR, DAVIDSON: Pension, yes. I don't know about 
11; Welfare. I don't think Welfare plans do. 


12 COMMISSIONER GRANT: Perhaps not. Once approved, 


13/| then certainly the contribution of both the employer and 


14 employee are subject to deduction. 


15 MR, DAVIDSON: That is right. 
16 The second point here is that where I am an 
| 
17 | employee of the Board, we will say, and you set aside for 


181 me each year a certain sum of money to be built up in the 
19 form of pension, so that at a certain age I retire, and 
20 | this money is paid to me in the form of a pension. This 
91) Money, under the contract, is mine. However, it is held 


92) in trust for me by you and there is a condition.on it 


93) that if I leave of my own free will I collect chat money. 


4 | COMMISSIONER GRANT: Your own contribution, 

25 MA. DAVIDSON :, Yesuoo Or the whole. 

26 COMMISSIONER GRANT: Depending on the terms of 
| 


27|| the contract. 


28 MR. DAVIDSON: Yes. So that five years from 


299i now I leave and we will say there Ls $10,000.00 accumulate 


I eollect $10,000.00. I am in a bit ofa tax problem in 


a A ee OS 
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that particular year under the terms of the present 
legislation and what Mr. Twa was suggesting in this last 
conclusion here was some means of discouraging people 
from leaving to get their hands on that kind of money. 
Normally under this contract if you are 
dismissed or discharged or die, then there is no particula 
problem. If you leave, there is, and there have been 
quite @ number of cases, we have fund in this Association, 


where we suspect that the employee has left in order to 


; get his hands on substantial sums of money. 


COMMISSIONER GRANT: Well, could that not be 
regulated within the industry, Mr. Davidson, by having 
a type of contract drawn up undey which the inducement 
to leave and to withdraw this substantial sum of money 
would not accrue to the employee until after, say, 
fifteen years of service? 

THE CHAIRMAN: Where you got a paid-up annuity, 
rather than cash. 

COMMISSIONER GRANT: There has been a lot of 


changes I think in the type of contract from the time 


| pension plans first went into operation and became a 


deductible expense. 

I think the thinking today is along more liberal 
lines in that the employee is allowed to withdraw not only 
his own contribution with interest, but the company's 
contribution as well for less period of service than it 
used to be. 

It seems to me there is a means of controlling 


that within the industry, I should think, by the very 


nature of the contract. 
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MR. TWA: I think there is a very complex, and 
there are diverse sets of laws related to the various 
things provided here. The basic principle is identical 
through all of them. 

If the employee does not actually receive the 
money, he shall not be taxed on it and the employer, in 
the meantime, makes the deduction. That seems to be the 


first principle and that is something which runs in 


common through all of these plans, and yet we need four 
or five sets of provisions in the Act to cover them, which 
merely confuses the issue. 

Secondly, we have restrictions on the amount 
which may be contributed in a pension plan, and so on, 
both for present and past services, which has caused no 
end of work for the pension consultant, not necessarily 
to the benefit of the taxpayer. There are all sorts of 
anomalies in this thing which I think need to be brought 
together and the law consolidated, possibly in a manner 
which is comprehensive and which takes into account many | 


things which have been ignored and, on the other hand, | 


give less credence to things which have been made too 
much of. 

THE CHAIRMAN: If I understand the substance of 
your remarks, the law as it now stands is not unsatisfactory, 
but it is untidy? 

MR. TWA: That is rignt. It’ is not” necessarily 
always cognizant of the fact. The S.U.B. plan, for 
instance, if you vest an amount in the employee, you may 
have difficulty getting the deduction. If you pay it into 


an overall pot, not vest it in anyone, you will get the 


& 


28 
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deduction and yet the overall pot type of S.U.B. plan 


is not equitable in terms of your employees. The first 


| 
| 
ones who are going to be laid off are the people who 
contributed the least, and we have all sorts of these 
things running through the Act, and it needs to be 

tidied up completely. 

COMMISSIONER GRANT: Has the Portable Bension 
Act which was introduced in the Ontario Legislature this 
session become law? 

MR. TWA: It has been passed, but not proclaimed, 
as I understand it. 

COMMISSIONER GRANT: To some extent it may meet 
the situation. 

MR. TWA: I don't think you can, in terms of 
Federal enactment, depend on what the Provinces do to tidy 
up a mess in the Income Tax Act itself. 

THE CHAIRMAN: It may change the nature of po 
pension plan, of course. 

MR. TWA: Yes. I think the Income Tax Act itself 
should be consistent and reasonable within itself and 
sufficiently broad that Provincial enactment can be 
designated to fit into it. 

COMMISSIONER GRANT: Again it may be a matter 
that can be possibly regulated within the industry. 

THz CHAIRMAN: Not the main burden, I don't think 
Mr. Grant, which is the tidying up of the Act. 

MR. DAVIDSON: There are a lot of odds and ends 
hanging around which should be cleared up. 

THE CHAIRMAN: I am not at all sure of the 


practicality of tidying up the Act, but it certainly is 


3 
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something which can be looked at. 

MR. DAVIDSON: Mr. Chairman, lady and gentlemen, 
I thark you very much for giving us the time you Mmve this 
morning, and we appreciate very much the attention you 
have given to this brief. Thank you. 

THE CHAIRMAN: We are very grateful to you for 
bringing these matters to our attention and the general 
interest you have in improving the Canadian tax laws. 
We will continue to consider what you have put before us 
with the hope that some of these matters may emerge in 
the eventual report that we will submit. Thank you, 
Mr. Davidson, gentlemen. 

Mr. Secretary, we will stand over for ten 


minutes. 


---Short recess. 
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THE CHAIRMAN: Mr. Secretary, will you commence? 
2 THE SECRETARY: Mr. Chairman, we now have a 
3 brief from the Alumni Group of the School of Economic 


4| Science. Mr. J.W. Ramsay is the Chairman of the Taxation 


5| Committee of the Alumni Group and he will introduce his 
6| colleagues and will speak to the brief. I would like to 


| ; 
| enter it into the record as Exhibit No. 63. 


g| --- EXHIBIT NO. 63: Submission of the Alumni Group of 
| the School of Economic Science. 


10 
11) 
SUBMISSION OF THE ALUMNI GROUP OF THE 
" SCHOOL OF ECONOMIC SCIENCE 
“ Appearances: Mr, J.W. Ramsay 
14, M. Ernest J. Farmer 
| Mr. William Phillips 
”) THE CHAIRMAN: Thank you, Mr. Secretary. Good 
ge Pree Mr, Ramsay. Would you, in starting off, intro-- 
| auce your associates? Do not stand unless you wish to do 
"50. We would like to know a little more about the Alumni 
i ees and what the School of Economic Science may be, who 
” [the members are and how you are organized. 
i MR. RAMSAY: I would like to introduce Mr. 
se lata J. Farmer, on my left, who celebrated his 80th 
* Ibarthaay about three weeks ago. 
“A THE CHAIRMAN: Congratulations. 
* MR. FARMER: Thank you. 
i MR. RAMSAY: And Mr, William Phillips on my right 


Mr. Phillips is an accountant with the head office of the 
i¥.M.C.A. in Toronto. I do not know when he celebrated his 


last birthday. 
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1 You asked about the Alumni Group. First, mombe.. | 
2) 1 could tell you a little bit about the School so that 
3) you will know where the Alumni originates. The School 
4 Of Economic Science is set up under a charter from the 
5) Ontario Government as a non-profit, non-political and 


6| non-sectarian institute. We teach basic economics and 


7 social philosophy, mostly through the Y.M.C.A., but also 
g| through other community associations, such as the Board 
g| of Trade, the Jewish Community Centre and the United 


10 Steelworkers' Union, et cetera. 


11| Our aim is to inform the general citizens of 

12)|\exactly how the country is run and how things get done, 
13|)how wealth is produced, et cetera. 

14} I do not think we have any ulterior motives. 

15|Our only motivation is to try to get at the truth of a 

16 situation. 


17 The members of the Alumni are made up of 


18|\graduates of the course. It is not the type of thing 
19|ithat you can join at the drop of a hat. You have to have 


20 ||\dome some pretty comprehensive and intensive study of 


economics before you can be eligible for membership. 
THE CHAIRMAN: Who administers your course? 


How long is it, and do you set *®xams? 


MR, RAMSAY: There is only one paid employee 
in Ontario, which is myself, as Director of Studies. 
The course is 28 weeks long. It runs from early October 


until May. The tuition fees are $29 for the winter. 


iversity. The course is not a lecture-type course; 


30/4t is a discussion course which means all the students 
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1| enter into all the discussions at every meeting. 
Bo. It is at the discretion of the teacher or the 
3 Director of Studies as to the competency of the students, 


! 


4| When they have finished the course, as to whether they 


5 get a diploma or not. 
6 THE CHAIRMAN: Thank you. We have read your 
| submission with considerable interest, including your 


"| 
—- of Mr. E.P. Turner and ourselves. I think we 


8 | 
9 have a few questions to put to you. If there is anything 
190 you would like to say to us before we proceed to our 

11 Questions we would be very glad to hear it, if you would 
12 care to amplify your submission or modify it or generally 
13, Summarize or Speak to it. We do not need to read it. It 
ra fte entered into the records without that, and we have all 
15 read it. 

16| MR. RAMSAY: There are a few typing errors 

17 whieh I think you probably ran into, but apart from that 
18 I do not think there is anything else that we would like 
19 to add at this time. I think we are ready to answer any 
29 questions that you have. 

a1 | THE CHAIRMAN: Thank you, Mr. Ramsay. 

al COMMISSIONER WALLS: My questions, I must admit, 
93 are mostly through a lack of understanding of parts of 

94 your very canplete brief. The first thing I would like 

- 95|\to ask you is this: primarily, your philosophy is that of 
26\|a single tax structure based on land. AmI right in that? 
oe MR. RAMSAY: You are almost right. In the 


28 brief I did not use the words "single tax" any place at 


29 all. Let us look at it this way: if the Government took 


30 ithe basic land. tax first and then found out if any other 


| 


am! 5 
co. %, 
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taxes were necessary, I would go along with your statement.| 


SS 
“euot 


1 


2) COMMISSIONER WALLS: I see. Now, I am going to 


3| get this down to a relatively small basis so that I will 


4| understand how it functions. Supposing that I am a farmer 


5| with 79 acres of land, and adjoining me is another farmer 


i 
{ 


| with 5 acres of land. I have 70 acres and I am a full- 


On 


7; time farmer. The man with 5 acres on exactly the same 
g| quality land is a part-time farmer. Let us say he works 
g| out on the Department of Highways, and as a result his tota 


10|earnings are the same as mine. I realize that earnings 


11|d° not enter into your picture, but what variation would 
12 there be in the amount of tax that the one farmer would 
13 pay, as against the other farmer, based on land? 


MR. RAMSAY: Well, the ratio would be 5 to 79. 


I think you said 70 acres and 5 acres? 
COMMISSIONER WALLS: That is right. 


MR. RAMSAY: So the ratio would be exactly 5 to 


COMMISSIONER WALLS: Therefore, insofar as the 


income we are both making there would be no equity what- 
soever, then? 
MR. RAMSAY: No. 
COMMISSIONER WALLS: I see. ‘We have that point | 


clarified. I am now a lawyer and I have an office in a 


large skyscraper, let us say here in Toronto. I presume 
that it is only the landlord who pays this suggested tax 
fle is the one who owns the land. Is that right? 

MR. RAMSAY: Yes. 

COMMISSIONER WALLS: And he, in turn, would 


assess my rent higher in order to cover the tax that he 


ANGUS, STONEHOUSE & CO. LTD 


TORONTO, ONTARIO 1449 


1| would be paying on the land; am I right on that? 
2 MR, RAMSAY: Yes, basically you are right. 
4 COMMISSIONER WALLS: Well then; we take another 
a out in a small town like Sutton or some town of 

5) that size, who again makes a livelihood equal with mine 

ie the city but who rents an office in very much cheaper 
f value land and his home is of equal size and on an equal 
gi lot to mine but also on cheaper value land. 

I take it, there again, that my practising in 

| the city on high land values would mean that 


| 
I 
| 
| 
| 
| 
| 
{ 
{ 
| 
| 


11| irrespective of the fact that I am earning just the same 
12| amount of money as the other lawyer, indirectly I would 
| 


| have to pay a great deal more taxes than he would. 


7 


14|Really, then, if I am right in that, your tax philosophy 
15||\gets away entirely from the factor of equity, does it not, 


16 between individuals? 


17 | MR. RAMSAY: Is that your question? 
18, COMMISSIONER WALLS: Yes. 
19 | MR, RAMSAY: No. I think it gets right back to 


20 | the equity. Now, Mr. Walls, I think you put your finger 


21/0n it, and that is the fellow practising law. in the 


| 
| 
i 
{t 


22) centre of the city is only there for one reason, and 

{| 

23\ that is because that is where most business is. If he 
| 

24|\were up in Sutton he would not have quite as much business. 


- 95|I do not believe so, anyway. Why do we tend to congregate 


26 in the centre of the city? It is because that is where 
27 |\the exchanges of wealth are the most voluminous, 


28 COMMISSIONER WALLS: But then if we all move 


29 |out to escape this, we would all find ourselves back in 


30 |the same kettle of fish again, would we not? 
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1 MR. RAMSAY: Yet I wonder if we have this type 
2) of tax that we are talking of if we would all move out. 
3 | I would say you would find that the centre of the city 
4|| would not be quite as congested as it is now. There 

5|| would be a tendency for some people to move out and a 


6| tendency for some people to move in. You would havea 


7); better distribution of population than you have at the 


8 moment for that very reason. 
0] THE CHAIRMAN: One thing I was looking for here: 
10) dO you recommend taxation of what we generally call 


11] Capital gains or transactions in land? 
12 MR. RAMSAY: That would be a secondary type of 


13| tax as far as I am concerned. It would be secondary to a 


14 land tax. 
15 THE CHAIRMAN: Thank you. Now, on page 23 you 


16||evaluate Canada at one hundred and fifty billions, and 


17||Suggest a rental value of ten-and-a-half billions. Where 


1g;\does the one hundred and fifty billion come from? Is it 


19|\the aggregate of all assessments in Canada? 

20 MR, RAMSAY: No. This is a very difficult 
91|\figure to arrive at, and I would appreciate it if your 
Q2\\research staff could go into it further. However, let 


93\me tell you how we arrived at this figure. To start with, 


24|in the magazine "House and Home," which is a builder's 
95 magazine from the United States; it is not a consumer's 
26 \magazine, it is strictly for the building trade: they 
97 \ran.a research project in the year 1960, I believe, and 
9g they assessed all of the United States at five hundred 
29 billion dollars. 


Now, this is only land values. This whole 
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1| issue, incidentally, is devoted to the land question in 


2|| the United States, and they did some special research 

3] on it, so their assessment isfive hundred billion dollars 
4) for the United States. 

5 | Now, Canada is a little larger in area than 

6| the United States so that would make it worth about 

7) six hundred billion. However, land values are not 

8 created by area; land values are created by people, so 


| looking at it from another point of view, if the United 


9 

10 States is worth five hundred billion and we only have 
11 | one-tenth of the population, then Canada would be worth 
12| fifty billion. 


13 However, there is something else that comes 

14| into it. There are two or three other things that will 
15 | come into the picture. One is the value of land in 
16|Canada is appreciated by its proximity to the United 

17 States, the demand from the population of the United 
States, and I think this, of course, is reflected in the 
19| “ay people in the United States are investing in Canada, 
20 | S° the proximity to the United States and their population 
91) does have something to do with the land value. 

: The assessed value for all of Canada - : am 
93\SOrry, with the exception of Prince Edward Island and 


iNewfoundland, which we were not able to get figures on, 


-95|the assessment for all the rest of Canada is $10,314,880,150. 
6 Now, this is the assessed value. I had some 
97 |consultations with the Department of Economics of the 
28 Province of Ontario and also the Assessment Department 
99 of the Province of Ontario, and they said that the selling 


- 


value, the market value for land, would be six times the 
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assessed value. There again, it is one of those things 


that you sometimes cannot quite pin down the figures, 
but you have to take the figures of your experts and 
try to come out as close as you can, whichwould mean 
the ae ange would be sixty billion dollars. 

Now, there are a couple of clouds on the 
market value. One, of course, is the taxes. When you 
are going to buy a piece of property there are two 
things you think of: one is the market price and the 
other is the tax you are going to have to pay on that 
property for as long as you have it, so that taxes on 
that sixty billion would be one cloud on the price. 

The second cloud on the price would be zoning 
restrictions. I think it is pretty well understood that 


the zoning restrictions, especially in the centre of the 


city - you can only go up so many storeys and you can 
only cover the land to a certain percentage - will 
naturally keep the price of that land down. Therefore, 
from the sixty billion dollars that I mentioned a moment 
ago, you can add - I cannot give you any figure - but you 


can add to it. 


Now, so far this figure I have given you is 

the assessed value of land in Canada. It does not really 
take into account the minerals that we have or the 
forests that we have, so to that I think I would like to 
give you one more statistic and then I will be quiet. 

Forty per cent of Canada is covered with timber. 
lf of that is usable timber and the rest is scrub. 
ow do you assess the value of an acre of timber? Well, 


own in the United States, in Washington, there is the 


La 
SS) 
* 
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1| Weir Hauser Corporation that bought property; they 


2 bought 900,000 acres in the year 1900 for $5,400,000. 

3|| The value of that 900,000 acres today is one-and-three- 
4) quarter billion dollars. This gives you a figure of 

5 | $1,944 per acre, This is Washington and Oregon. It is 
5, good timber, and, of course, it is close to the market, 
7 but there. again Canada is close to the United States 

g market, too. 

9| COMMISSIONER WALLS: I think you are overlooking 
10, the fact that a very high percentage of your marketable 

11 timber is not close or has not got roads to be able to 

1p/ reach markets, so you would have to cut that figure 

+ havo in half again, would you not? 

14 | MR. RAMSAY: Let us cut the figure right in 
is/half. I agree with you. From $1,944, we will cut it in 
16 half, which would mean the value of timber in Canada, 

17 |using the same figures, would be $440, 367,000,000. 

18 We say to ourselves, "Is our timber in Canada 
19worth four hundred. and forty billion?" We still have 

20 not included oil or uranium or any of the other metals, 
ne" cetera, so I say to you: is the figure of one hundred 
92\\and fifty billion for all of Canada a conservative esti- 
Inate? Is it a fair estimate of what we are worth? 


24 THE CHAIRMAN: Let us get this clear. You 


- 95 raise the point as to whether it is conservative. You 
96 |also say-is it fair? The two do not necessarily go 
27 |together. From what you have just quoted, it is extra- 
gg jordinarily conservative, but I would not think very fair. 
29 MR. RAMSAY: What do you think would be fair? 


30 THE CHAIRMAN: You said four hundred and forty 
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MR. RAMSAY: Yes. 

THE CHAIRMAN: And you have added a great deal 
to that. Surely it would be a great deal more than one 
hundred and fifty billion? 

MR. RAMSAY: It is like Mr. Walls said: the 
value of any land is set by how close you are to the 
market; how close you are to the people. 

COMMISSIONER BEAUVAIS: Would you repeat what 
you said about the value of the one acre? Is that 
$1,940 per acre? 

MR. RAMSAY: Yes. Now, this was quoted in 
Time of May 10th, 1963, and the name of the company was 
Weir Hauser Company. 

COMMISSIONER BEAUVAIS: With 640 acres in a 
square mile, it means it would be $1,241,000. This 
seems to me very high for timber. This is the Pacific 
Coast? 

MR, RAMSAY: This is Washington and Oregon. 
They have 900,000 acres there. However, I hope you do 
not misunderstand me. I am not trying to say that 
timber land is worth this amount. I was only able to 
find those figures and have tried to relate it to what 


we have in Canada. 


2 
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COMMISSIONER BEAUVAIS: What is the source of 
your information? 

MR. RAMSAY: Time Magazine, May 10th, 1963. 

THE CHAIRMAN: We would like to ask one or two 
questions about the $150,000,000,000.00. 

COMMISSIONER MILNE: I was wondering if the 
survey you quoted about the Pacific coast 


indicated the type of timber growth that commanded the 


| figure of $1,944.00 |. an acre? 


; MR. RAMSAY: As far as I can remember this is 
| 


land that has been used since 1900, 63 years, and it is 


| 
reforested. I understand they put back as much as they 


took out. They are really into the farming business. 
COMMISSIONER BEAUVAIS: On the Pacific coast 
it takes about 300 years for a tree to grow, a pine tree. 
THE CHAIRMAN: The article goes on to point out. 
they have accellerated the rate of growth considerably,to 
the best of my recollection. 
MR. RAMSAY: This is only an isolated example. 
| You can see by using this figure of $1,944.00 an acre you 
get $880,000 ,000,000.00. I agree with you they are high. 
I just wish we could make all of the forest land in Canada 
worth that amount. 
THE CHAIRMAN: My only quarrel with you on this 


figure, if the figure means anything, I don't know why you 


cut off at $150,000,000,000.00. It seems to me you were 
so far away from the $150,000,000,000.00 that you are 
saying these figures are virtually meaningless, there is 


almost no relationship one to the other; is that not so? 


30 MR. RAMSAY: Yes. I think our figure of 
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$150,000,000,000.00 was a conservative figure, but if we 
were to put Canada on the market incnicoreieas morning, what 
would we sell it for? 
COMMISSIONER WALLS: Could it not be in that 
$150,000 ,000 ,000 .00 you are taking into consideration its 
taxable value ma fae whereas much of the timber value 
is going to be marketed over the next 50 to 100 years. 
In other words, the trees are at different stages of 
development and you cannot go in and clear out an entire 
area. 

THE CHAIRMAN: Anyhow we have $150,000,000,000.00). 
Shall we stop on that point so far as the amount is 
concerned and go on to the next. 

MR. RAMSAY: May I say something to Mr. Walls? 
He has put his finger on something that is very difficult. 


That is that values are predicated on future earnings. 


When you buy a piece of property, a piece of land you 
take into consideration what is it going tw bring in in 
ten, twenty, thirty years. That is what leads to 
speculation in land, the future earnings of the land. 

. THE CHAIRMAN: Thank you. 

COMMISSIONER GRANT: Mr. Ramsay, I would like to 
go back to your assessment figure. I have taken it down 
that ae, information which you have gathered from 
various sources shows that Canada has a total assessment 
figure of $10,000,000,000.00. That excludes values of 
land in Prince Edward Island and Newfoundland. Then 
you said the actual value would be estimated to be six 
times the assessed value. Have you a break down as to 


improved and unimproved land in that assessment? 


a a a a 
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MR. RAMSAY: No, I don't. As a matter of 
fact it is very difficult to come by figures that break 
down property values separate from buildings. In Ontario 
the figure is very precise and very clear, and in 
Alberta is very precise and clear, but in some of the 
other provinces you have to estimate, you have to take 
the total figure including the improvements and estimate 
the break down. In Ontario the land values show 
separately aa $2,369,000,000.00. That excludes your 
improvements, that is buildings. I think the figure 
you are trying to get is the improved farm land. 

COMMISSIONER GRANT: I want to find out the 
basis of your assessment. Is it land value only? 

MR. RAMSAY: Land value only. 

COMMISSIONER GRANT: Without any buildings or 
improvements? 

MR. RAMSAY: Or improvements. 

COMMISSIONER GRANT: Do you find that towns or 
cities, municipalities will make available to you the 
figure across Canada of what are actual land values? 

MR. RAMSAY: In some of the provinces, apparently 
it is obligatory that they do show the land values 
separate from building values. In other provinces they 
don't. The ones I mentioned, Ontario, Alberta, New 
Brunswick, Nova Scotia and British Columbia show their 
land values very clearly, but in Quebec we had to estimate 
from the total assessment. We had to use figures for 
Ontario to find out what the land values were in Quebec. 

COMMISSIONER GRANT: Would you have any opinion 


as to the basis on which land values are fixed? That is, 
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is there a tendency to put most of the value on the 


buildings and keep the land value low? 

MR. RAMSAY: Well, I think the ratio might be 
shown by these two figures. In Ontario the land estimate 
is $2,369,000,000.00. The total assessment including 
lands is $9,861,000,000.00. The ratio there looks like 
about 25% land value and 75% improved value. 

COMMISSIONER GRANT: That includes improved 
and unimproved land, does it not? 

MR. RAMSAY: Yes. 

COMMISSIONER GRANT: So there is a great deal 
of that land value that has no improvements on it at all, 
no buildings on it or no improvements? | 


| 


MR. RAMSAY: On the land value figure I would 


say it is just land, and it doesn't take into consideration 


any improvements. | 


COMMISSIONER WALLS: Really the figures give no 
comparison because you are considering land with city | 
improvements in the high ratio. 

MR. RAMSAY: Yes, that is the total for Ontario. 

‘ COMMISSIONER WALLS: It includes Toronto real | 
estate, all these skyscrapers and everything else? 

MR. RAMSAY: Right. 

COMMISSIONER WALLS: So it doesn't really give 
you any relationship of whether the land is under-assessed 


or over-assessed. 


THE CHAIRMAN: It is not going to change the 
$150 ,000,000,000.00. 


MR, RAMSAY: I think Mr. Farmer has a few 


comments. 
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Mi. FARMER: Might I speak to that point. there 
has been a trend in Ontario for higher assessment on | 
buildings. This is a matter of the assessor's choice. 
It is not a matter of legislation. In Ontario in 1926 
the total land assessment was slightly greater than the 
building assessment, about 2%. At present land 
assessment is less than 40% of the building assessment. 
I know this from information I have picked up here and 
there that there is a strong tendency to assess unused 
land particularly at an extremely low ratio. I know of 
two cases, for instance, where Boards of Education have 
attempted to obtain land for a school site. In one 
case the Board paid 88 times the assessed value for the 
echool site. In another case they offered 64 times the 
assessed value for a site. When the owner refused 
to sell, they attempted expropriation proceedings and 
when it came to Court the Judge placed a valuation 
on the site 108 times the assessment. It is only by 
careful study and comparison of such figures that Mr. 


Ramsay obtained from the Department that one can find out 


| what the actual ratio of assessed values to market values — 


is, either as regards the land or as regards the buildings 


| Now, the Department probably has no figures to show just 


how assessments compare with regard to well-improved 


“preperties and badly-improved properties or vacant 


properties it is quite unmistakable that tendency of 
the assessors is to assess on the whole, with many local 
variations, vacant land at the lowest ratio, badly- 
improved land, slum property, at a somewhat higher ratio 


and well-- improved property at a still higher ratio. 


r 
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This, of course, has very different economic and 
social results. 

THE CHAIRMAN: Thank you, sir. Then we have 
assessed value of approximately $60,000,000.00, six times 
$10,000,000.00 without improvements. 

COMMISSIONER GRANT: That is the actual value? 


MR. RAMSAY: That would be market value under 


present conditions, yes. 


THE CHAIRMAN: Adding to that something for 


natural resources we have got $150 ,000,000,000.00, and a 
rental value of 7% thereof, I think which is ten anda 
half billion dollars. I was wondering where the 7% came | 
from? 
MR. RAMSAY: 7% is just about what any business-| 
man would expect on his investment in this year, 1963. 
It could go up or down slightly, but 7%, I think is a 
fair estimate of what money is worth today. 
THE CHAIRMAN: Thank you. Then, in order to meet. 
the cost of Government it would be necessary to assess | 
then, I would suppose, at about 100% because of the three 


levels of Governments, the total cost would be somethings 


like $10,500,000.00; is that not right? 

MR. RAMSAY: Yes. 

THE CHAIRMAN: So if one took the present assesse 
value of land, raised it up tomarket value and applied 7% 
to that, the result would be the tax which should be 
payable to all levels of Government under this proposal? 

MR, RAMSAY: Yes. 


THE CHALRMAN: Thank you,Mr. Ramsay. 


CCMMISSIONGR WALLS: Could I ask one question. 
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What was your source that in Ontario the assessed value 
of land was one-sixth of its actual value? 
MR. RAMSAY: The actual figures that I have 
are from the Ontario 1961 Annual Report of Municipal 
Statistics. That is the assessed value I mentioned a 


moment ago. The other figure, the six. times was a 


statement of Mr. Sloan, who is, I believe, the chief 


8] assessor of Ontario. I think that is his official 


9| position. 

10 COMMISSIONER WALLS: Thank you. 

11 OOMMISSIONER PERRY: Mr. Ramsay, I think the 

12|| basic thinking here is clear. That is ttiet the main : 


13) increment in value created by a community is in land 

14) values and this should be recaptured. Is it impossible 
15| for you to concede that there are other values created by 
16|| 2 community which should be recaptured as well? I am 

17|| thinking, for example, of our educational system which 

1 creates most of the values which results in skills which 
19|| in turn creates income. Does this mean anything in your 
20|| concept at all, or is it entirely foreign? 

21 MR. RAMSAY: It is not entirely foreign, but I 
22|; would say this: In the Science of Political Economy you 


23|| can measure land. You can measure values created as far a 


land is concerned, but I doubt if you can measure values 
created by education, although they are very important, 
very necessary. I don't think you can precisely measure 
them, but you can measure land. 

MR. FARMER: Once more may I speak to that? 
Education actually does add a great deal to the value of 


land. I believe that the total values of land in a Mexican 
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city are less than one-third of the value of land ina 


Canadian city of the same size. One can think of quite 


SSS SS ee ee 


a number of reasons for that, but one reason, undoubtedly 
is that the Canadian citizen is much better educated and 
being better educated he is more productive and being 
more productive he can demand and require better public 
services. In all cases the value of land is very largely 
the value of public services. Where there are no public 
services the value is extremely small. Where there are 
very important and expensive public services, the value 
is large. As public services improve the value of land 
goes up. Where they deteriorate the value of land goes 
down. My friend, G.H.E. Patterson who was connected 
with the School of Economic Science for a number of years 


remarked at one time that he believed that the building - 


of Northern Vocational School added more than twice the 
eost of building the school to the value of the land 
within a radius of the distance a student might walk to 
that school. Education is just one of many public 
services and unless public service is very badly judged, 
it adds to the value of land, at least as much as the 
cost of the service. 

COMMISSIONER PERRY: In your concept all public 
activities are to be measured in terms of their effect 
on thevalue of land? 

MR. FARMER: Yes. 

COMMISSIONER PERRY: This is where one recaptures 
the effect of these public activities? 

MR. FARMER: If a public service does not add to 


the value of land at least as much as it cost, the public 
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1| service is either badly judged or badly administered. 
2\| Of course, if we take the land as the principal approach -+- 
3] 1t would more accurately state the principle of the 
4) School if we said what the school recommends is that taxes 
5] should be levied on privilege, not on earnings. Land 
6| title, of course, is the most important of all privileges 
7 | anted by a Government body. There are others such as 
taxi cab licences or any other permit that is arbitrarily 
limited. In Toronto the privilege of keeping a dog is 
a privilege open to anybody, but only open upon payment 
of a tax. That tax is a payment for a privilege, and if 
it is desirable to limit the number of dogs to those who 
are willing and able to pay $2.00 a year, the regulation 
is well justified. It does state the principle more 
clearly to say it is a tax on a privilege,rather than 
it is a tax on the land values. 

COMMISSIONER PERRY: The privilege of having 
sole ownership of land being the most valuable in your 
view? 


MR. FARMER: Definitely. 
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COMMISSIONER PERRY: The privilege of having 
2) the sole ownership of land being the most valuable, in 
3] your view. 

4 MR. FARMER: There are declarations of a 

5 number of Supreme Courts in the United States cases of 
6| different States that_land is not private property but 


a land title is a privilege granted by the State. 


~wJ 


8 COMMISSIONER WALLS: Which the State, of course, 


can take away from you by expropriation very readily. 


O° 


10 MR. FARMER: It can, yes. 
11 COMMISSIONER GRANT: How do you apply your 


doctrine to land which is used in the public service, 


such as a hospital that could be owned by (a) a munici- 
pality; (b) a provincial government, or (c) a voluntary 
institution supported by voluntary subscriptions from 
the public? 

MR, FARMER: In that case, as a matter of 
bookkeeping the land should be valued and taxed. Some 
institutions are supported by voluntary associations, 
in many cases, and also by municipalities or provincial 
governments and it would give a truer picture of the 
actual cost if the normal taxes on the site were reckoned, 
because they are part of the cost of maintaining the 
institution. 

COMMISSIONER GRANT: This would involve an 
amendment to the British North America Act. Have you 
considered that? 

MR. FARMER: Well, we know perfectly well 
there are enormous difficulties in the way of applying 


30 ethical principles in taxation. Our system of taxation 
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1| 18 derived from that of Britain where it grew up at a 

q| time when economic conditions did not come into the 

3| Picture at all and in levying the taxes ethical considera- 
tion was less, if anything. 

5 Now, an important step was made in 1850 in 

6| Ontario when the precursor of the present Assessment 

7 Act was passed requiring that all land should be 

gj assessed and taxed on the market value. Previous to 

g| that vacant land was not taxed. There were very good 

190 reasons for that, but it took a fight that ere 

11| years and constant arguments, discussions, in the Legis- 


12 lature before the Act was passed. 


13 There was tremendous opposition to it. Great 


14 opposition to any ethical tax system, of course, is by 


15| the private interests which are affected by it. They 
16||\Will oppose anything to the limit by all means within 
17|\their power. 

18 COMMISSIONER GRANT: Let's pursue the hospital 
19 angle a little farther and say that you are unable to 

99 \\tax the land due to the nature of the building and the 


21 arrangement which might exist between the municipal 


22|government and the owner of the building. How would you 


93\\be able to tax the physician and the doctor or the 


94 Surgeon who used that hospital to practise his profession, 


- 95 |from which he derived his livelihood? 
26 MR. FARMER: Well, I think the doctor's fees 
27 \would be arranged in accordance with what privilege he 
28 | ad there. Professional men's incomesoften seem large 
ag ito those who have had scant training, but they are not 
A arge when one considers the amount of time that is 
| : 


| 
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3 The fact is, of course, any professional man 
4| who earns a great income is bound to occupy a good site 
5| and he is bound to pay taxes on that site. 
6 COMMISSIONER GRANT: How would he pay the 
7| taxes, Mr. Farmer, if the land itself is not taxed? 
8 MR. FARMER: You are speaking of the tax 
gi exempt. I consider that the exemption of such institu- 
10| tions as private schools and hospitals owned by hospital 
11|2S8sociations, that is, in effect, a subsidy granted by 
12 the taxing body. 
13 As I remarked a little earlier, it would be 
14|)better bookkeeping, better accounting, if the tax was 
15|1evied but any grant increased in proportion. The 
16 exemption for such institutions from taxation is a 
17|\rather clumsy form of circumvention. 
18 COMMISSIONER WALLS: At the top of page 4 you 
i9|Start off with a statement which is one that has been 
29 made previously to the Commission. It is quite a popular 
gijone: “The Canadian citizen is now at the breaking point 
92 where he pays taxes..." First of all, based on the last 
93\figures that have been placed before us, it would appear 
94|that the Canadian taxpayer's load is not as heavy asMany 
95 of his counterparts elsewhere. Out of 22 leading nations, 
utside of the Iron Curtain, Canada is in thirteenth 
osition in the relationship of its taxes to its gross 
ational product. 

Now, the point I am trying to get at is this: 


e still have to raise the same amount of revente, or 
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1| approximately the same amount of revenue we are raising 
2| today and really all that you are suggesting is moving 

3| the tax load from one set of shoulders to another, 

4) without actually relieving the total amount of taxation 
5| collected; am I not correct? 

6| MR. FARMER: If I may speak to that again; 


| 
7| the experience of Australia has shown very clearly that 


gi removing the tax from buildings, that is, local taxes 

g| from buildings, and moving it on the land, considerably 
10, reduced the total tax burden. Municipal taxes in 

11| Australia are a lot lower than they are in Ontario. 

12 Now, exact comparisons are not easy because 

13) in Australia the cost of education, of police, is paid 
14|)not by the municipality but by the State. However, all 
15 Australian states also collect a number of taxes on land 
16|)in addition to the municipal taxes. 

17 Now, the reasons for that are clear enough, 
1g/;omce one begins to think it over. 

19 In the first place, it is now well-known that 
20 | Slum areas demand very expensive municipal services, and 
91 that where there are slums that exist, the cost of 


22|\servicing those areas is greatly in excess of the taxes 


93\cOollected. Where the slums are rebuilt, the total expen- 
94 |\Gitures decrease. 

95 Now, in Australia, in Sydney, for instance, 
26 \a city of about the area of Metropolitan Toronto, the 


27 |Slum areas were very small and are gradually growing less. 


2g \In Ontario, in spite of redevelopment and public housing, 


29 the slum areas are becoming larger and worse. 


30 Another thing is that while the taxes in the 
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1) Australian municipality have not been high enough to 


2) eliminate the amount of speculation; they have curtailed 


it so that there are not the same demands for unnecessarily 


w& 


extended public services of all kinds. The difference 


> 


5| between the demands on the municipalities in Australia 

'6| and in Ontario are not as great as might seem because 

7 about one-third of the municipal expenditures for Ontario, 
gi expenditures that were made by the municipality up to 

9| 1930 or 1934, have been undertaken by the Government and 
19 about one-third of former municipal expenditures are now 
11) made on various services from the province. That compen- 
12 sates pretty well for the fact, as I mentioned, police 

13 and education are paid for by the State in Australia. 

14 There is another thing: you are well acquainted, 
15|mno doubt, with unemployment figures in Canada. In 
16||Australia the figures are very much lower and part of 

17) the unemployment they have seems to be due to rather an 
1g\|\unfortunate monetary policy the Government put into force 
19\\a couple of years ago. 

20 But comparative analyses have shown employment 
21\is increasing in the Australian municipalities which 
Q2\have abolished the taxes on buildings much mae rapidly 
23\\than in those which still tax buildings. Im fact, one 
24\|lcomparison was made in the State of Victoria over a 

25 |comparative brief period and it was shown that in a 

26 |municipality where they still tax buildings there is a 

27 |Iconsiderable decrease in factory employment and in a 

28 |much smaller number which have abolished taxes on buil- 
29 idings, the employment increased enough to more than 


Qicompensate for it. Large amounts of the welfare 


oe 
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expenditures are undoubtedly made necessary by our 


to 


system of taxation and would be unnecessary if the taxes 


3) were adjusted to any considerable extent. 


i 
4 


| In Australia, of course, it was only the one 


| 
| 


5 particular tax that was transferred to the land. That 


6 is the tax on buildings and improvements but other taxes 


ds also very well be shifted over in the same manner. 
| 
8) COMMISSIONER PERRY: I think it might be diffi- 


9 “cult to disentangle cause and effect in a good many of 

10. these cases. Normally, government removes taxes at a 

Teste when employment is buoyant and conditions are 

12 prosperous and they find they can make tax reductions. 
2 13 This is the chicken and the egg argument, of course, as 


14/ to which comes first. It may simply be the Australian 
i | Sk which have exempted buildings have done so because 


16 ‘they have been able to do it. 


17 MR. FARMER: I don't see any evidence at all 
| 


ah Support that view. 


19. 
| 
20 ‘from Australia. 


COMMISSIONER PERRY: Ihave also talkedto people 


21 COMMISSIONER WALLS: I cannot get away from the fact 
22 that, based on your philosophy, the sooner I get out of 
a where the land is a necessary feature of my 

Fit ROE, S the better. 

25 | MR. FARMER: Unfortunately, the farm property 

26 |\values ae aconstantly diminishing part of the whole. At 

7 lone time they were more than 50% of all values. Now, 

28 they are hardly one-third. 


29 | COMMISSIONER PERRY: I wonder if we might 


________30|come to that more generally and ask what incentives there 
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would be to retain ownership of land when your plan 


was implemented? | 
| 


MR. FARMER: In Australia they are still holding a 


-good deal of land vacant for a rise in value. 
COMMISSIONER PERRY: Let's come back to Canada. 
What incentive would there be in Canada to retain owner- 
ship of land? 
MR. FARMER: Why, to use it. It is hardly 
practicable to impose taxation on land to the point 
where it takes every last dollar of the rent. The whole 
of the land is bound to profit by holding, if he is using 


it. The practical point is that imposing taxes on a 


privilege rather than on earnings, or property, does have 
the effect of making it less profitable to hold land 
vacant or to abuse it, as by holding it in slum condition. 
It is much more profitable to put it to good normal use, 
as in Sydney. 
18 I can remember when the Sydney slums were 
19|inotorious and people prided themselves in Toronto on 


20||having a city without slums, although to be sure we did 


21jhave some incipient slums at that time. Since then, 


| 
22|slums in Sydney, as H.B. Cowan said, have 90% disappeared. 
23 COMMISSIONER PERRY: Let's talk about the 
24|\Canadian taxpayer. I am a Canadian who owns a little 

25 |Ipiece of real estate from which I am getting an income. 

26 |Your new plan would take that income all away from me. 

27 Why wouldn't I simply say, “Here, you have this property. 
28/Tt is no longer of any interest to me. I am going to get 


29 Ia job where my income will be entirely exempt from tax. 


am going to get a job, in other words." 
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1 MR. FARMER: If you get a job, you will still 
2| have to pay rent to somebody or else have to pay on 

3|| another piece. 

i COMMISSIONER PERRY: No, I don't mean that. 


5| I mean you become an employee of someone. 


i 
} 
| 
| 


6| MR, FARMER: Then the rent he pays will come 
7) partly out of your wages and partly out of the price 
gi he gets for the commodity. It has to be paid. You 


| 


1 
9) cannot do away with land value, any more than you can 


10) with sex. 


COMMISSIONER PERRY: This tax that is being 


passed on to me would not be a 100% tax on my income. 


13) If it is,we have reached the point of complete futility. 
14) MR. FARMER: Well, the only income that would 


15|be taxed 100%, under the 100% single tax program, would 


16be that which comes from pure ground rent. 

17 | In Toronto there are a considerable number of 
18\sites which are owned independently of the buildings. 
19'One man, or one corporation, owns the site and another 
20jowns the building. Of course, no ground rent, which 


i 
| 


21j/is purely a privilege, would be subject to tax under 


| 
22 the program we suggest. 
| 


23 | COMMISSIONER PERRY: In the heart of the city 


24\that rental value may represent a good deal of the yield 
' 25\of the business. 

26 MR. FARMER: In certain parts of Toronto the 

27 Land value is certainly greater than the value of the 

28 buildings, even though the buildings are quite valuable. 

29The assessments have shifted a good deal. Back 20 years 


go there were a number of important downtown areas in 
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which the land assessment was considerably higher than 
the building assessment and they were areas in which the 
buildings were very important, too. 

COMMISSIONER GRANT: You lay emphasis on the 
fact that government properties are exempt from land 
taxes. 

MR. FARMER: There again, as a matter of 
accounting, I believe it would be better if the Govern- 
ment paid itself the taxes. That would give a truer 
picture, as I mentiored,of the actual cost. 

THE CHAIRMAN: You. suggested a few minutes ago, 
Mr. Farmer, that a measure of the results of public 
service would be its effect on land value. Im discussing 
education you made the point that education increased 
land value. That left me wondering whether you could real 
associate the sums being spent on the space program, 
of which we are so conscious today, with increased land 
value, Have I taken you outside your terrestrial connec- 
tion where you can't find one? 


MR. FARMER: Of course, there are a great many 


people who are highly skeptical as to the actual value of 
this space program. It is problematical, of course, but 
a great many think that that money could be spent to very 
uch more advantage in making proper use of the planet 
on which we are, rather than trying to get to others. 

THE CHAIRMAN: You are cértainly free to 
challenge the judgment of the persons making the expendi- 


ture. They obviously represent the taxpayers of the 


29 country who are making the expenditure and I think, for 


30 Ithis purpose, one should accept that they are doing what 
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1| the country wishes them to do, and I would think that a 
2| Judgment must be based on their guess that it will 

3) improve conditions for the people of that country in 

4! some manner. I don't know in what says 

Do you associate those with land values in any 
dl nex? I don't think so. 


7 MR, FARMER: Well, it is a little hard to see 


8| how they improve the condifion of the people. If they 
9| result in a great deal of improvement in the condition 
10| of the people, of course, it will be reflected in land 


11/| value. If not, the question arises whether it is not a 


12|| pure waste. 

13 COMMISSIONER WALLS: Maybe we will be able to 
14) tax the land value on the moon. 

15 MR. FARMER: I heard some people are already 
16|\trying to sell sites on the moon. I would like to raise . 
17|\the point that H.B. Cowan found out. 

18 In Australia and New Zealand, of course, the 
19||movement for more taxation on land, generally in the 
20|\form of exempted buildings and improvements and putting 

21 the local taxes on land - that had been going on since 


22|before the turn of the century and almost every year a 


23|inumber of municipalities have got taxes on buildings. 
24/H.B. Cowan went over there for a study, which lasted 
2 iseveral years. He went over there in the belief that 


26 |making that change would depress land prices. This belief 


27'was held tyboth the people that advocatedthe change, and 
28 |ithose that opposedit; from that standpoint it would lower 
29\1and price but Mr. Cowan found it did not lower land 


prices, 
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1 At first thought one would say, "Well, here is 
2 a lot that rents for $1,000 a year." The taxes on the 

3 Lot would be increased by $200 a year. I mean, the 

4| selling price of the lot will drop by twenty times, or 


5| a little more than $200. 
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However, it does not work out that way. What 


actually happened was that discontinuing taxes on 

3 buildings promoted building, and with it, production of 

4| various kinds. That increased the demand for land and 

5| land prices were as high as ever. Obviously that tendenc 


6; cannot last forever, but certainly it is possible to 


7| make a very considerable increase in the taxes on 

g| land with an appropriate decrease or abolition of other 
gi taxes without impairing the interests of the landholder 
10; to the extent of a single dollar. It is a net gain 

11 through increased production and employment. 

12 Our brief does not go into a lot of these 

13| points, because it was simply outlining the principle, 


14 cout a sound principle does work out well in practice. 


15) We hear people say sometimes it is all right in theory, 
16) but it won't work out in practice. If it does not work © 
17] out in practice, the theory is wrong. That is the test 
1g Of scientific development. If the hypothesis is found to 
19] work out, the hypothesis may be erected into a theory 

29 or law, but if it does not work out, then it has to be 

91) abandoned. As far as it has been tried out, the land 

22) taxation hypothesis has validated itself wherever tax 


23) On privilege has been increased and tax on production 


24| diminished, production and the general welfare has 
25|| increased. 
26 I could give you many examples of that kind of 


27)| thing; comparisons with Canadian provinces as well as 


29g || Australia, but that has to be left to another story, as 
29 Kipling says. 


30 THE CHAIRMAN: I think I can say, Mr. Farmer, 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO 1476 


we can accept your statement as to theory and practice 
without reservation. I cannot speak for my associates 

on the general concept of your tax principles. I do not 
know what their views may be. 

I do not think we have any more questions. We 
are very grateful to you indeed for taking the time and 
trouble to put this before us and for explaining it so 
very carefully to us. Do you have any further statements 
you wish to make to us? 

MR. RAMSAY: I wouii like to make a few remarks, 
sir. 

THE CHAIRMAN: Certainly. 

MR. RAMSAY: On page 12 it says "To sum up, 
land is the entire universe except man and his products", 
which would cover the outer space program. Land is the 
entire universe except man and his products. Therefore, 
any value that we get from outer space in the next ten, 
twenty, thirty years, whatever we find on the moon or 
Mars or Mercury can be considered as the warehouse that 


Man ces just as the atmosphere can be. 


MR. RAMSAY: ast If it has any 
value it will only have value because we get there and we 
do something with it. If we take possession of it. There- 
i fore, we do not limit ourselves only to the earth. 


I did want to make one point of something Mr. 


NS 
~ 
“euete 


1 


2 


V2) 
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$3,000.00 for land. This is exclusive of the services, 
sidewalks, sewere, etcetera. There is the item of 
$3,000.00 in there for the privilege of moving onto the 
land. 


Like most good Canadians, I have a 25-year 


| mortgage, and by the time I have finished paying for the 


| $3,000.00 worth of land, it will be $6,000.00 including 


the interest. Now, $6,000 .00 is just about one year of 


| my life that I will have to work to pay somebody else for 


the privilege of being on that piece of property. At 


| the same time my taxes are going on and on and on, so that 


there is that idea of privilege that somebody else got 
from the community that I have to pay for with the year 
of my labour. 

It does not make me very happy to think about 
it. I would assume that nearly all the rest of you are in 
somewhat similar circumstances. Also in all of the 
products that we buy there is this hidden rent that is 
taken, not by the community which originated it, but taken 
by an individual who, through our own tax laws, has 


been granted this right or this privilege. It is some- 


| thing that I think we can think about. 


COMMISSIONER GRANT: Mr. Ramsay, your theory is 
capable of adoption at any level of Government that has 
taxation powers, is it not? 

MR. RAMSAY: Yes. As a matter of fact, the 
B.N.A. Act does specify that the Federal Government can 
levy taxes at will, whatever taxes they need, so there 
is the authority in the B.N.A. Act to take this type of 


tax. 
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COMMISSIONER GRANT: It can be adopted ona 
national level or adopted by any municipality? 
MR. RAMSAY: Yes. You know maybe this idea of 


land value tax is not foreign to us because we do have 


a land value tax right now. All our property is taxed. 
The idea that we are trying to get across is this: You 
have to take the complete rent, you have to take the 
complete value of the land, because if you leave some 
value over you get speculation, and when you get 
speculation you get high land prices. 

There is a piece of property opposite the 
King Edward Hotel. I think it used to belong to Imperial 
Oil. The selling price on it now, the asking price is 
three and a half million dollars per acre. Now, you 


remember in the story we went up to ten-land and nine- 


| 


land. 

We are up to three and a half million land now. [I i 
chere may be examples in downtown Toronto with smaller 
parcels that might even run higher. 


} 


COMMISSIONER WALLS: E.P. Turner would own both 


MR. PHILLIPS: I would like to bring out a point 
we have discovered in stating this theory of ours: We 
have noticed particularly the effect of taxation on land 
to be almost the opposite of taxation on production, any 
form of income from production. 

In other words, with taxation on land value we 
find production is released for further effort. Today 
we are meeting here to discuss taxation, because we are 


finding that production is slackening down. There are 
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1| impediments to our growth, but if we follow the idea of 
| 


2) land value taxation through to its source we find that by | 


3|| imposing tax on the land value we will release that land 


4) or more land to production processes which automatically 


5| emhances the wealth we have in the country and furthers 


6) the demand for more land and increased values at the 


7| Same time, 


8 THE CHAIRMAN: Thank you very much, gentlemen. 


g' That is all we have to say, except that we are obliged 
10' to you for coming this morning and making this excellent 


11! presentation. 


a MR. RAMSAY: Thank you, sir. 

13| THE CHAIRMAN: We stand over until tomorrow 
14) Morning. 

15| THE SECRETARY: Until tomorrow morning, Mr. 


16) Chairman, at 9:30, when Mr. Roger Pocock, an individual, 


17 is appearing and the Canadian Jewellers' Association. 


19) ---Adjournment. 
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Wednesday, | 
May 15th, 1963. | 
--- On commencing at 9.30 a.m. 

THE CHAIRMAN: Mr. Secretary, would you introduc 


our visitor to us? 


THE SECRETARY: Yes. Mr. Chairman, Commissioners, 
Mr. Roger Pocock is with us this morning. He has | 
submitted a brief which was received in Ottawa in March. 
He is here to speak to his brief this morning. I would 


like to enter Mr. Pocock's brief into the record as 


Exhibit No. 64. 


--- EXHIBIT NO. 64: Submission of Mr. Roger Pocock. : 


THE CHAIRMAN: Thank you, Mr. Secretary. Good 
morning, Mr. Pocock. Please be seated. There is no need 
to stand unless you wish to do so. You are here as an 
individual citizen, I take it, with an interest in the 
subject that has caused you to prepare this submission 
that you would like to put before us, and which we are | 
very glad to have, I might say. 

Sometiben people appearing wish to speak to | 
their submission, to modify, amplify or say whatever they | 
Please with regard to it, or sometimes we commence by 
asking questions. We have a few questions. If you would | 
like to say a few words beforehand we would be very glad 


for you to do so. Particularly, we would like to know 


what your position is, why your interest in taxation, and 
anything else you would like to tell us about yourself. 
MR. POCOCK: I have no connection with taxation. 


am a mechanical engineer with the Nuclear Products 


- 295) 
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1| Division of Hawker-Siddeley. I guess my only qualificatio 


| THE CHAIRMAN: A very good one. 

| MR. POCOCK: I have just pointed out regions I 
5) think are worthy of investigating, not actually a definite 
| plan which I would like to see carried out at all. I 

| might add that what I have submitted is just a very brief 
| outline and experts will have to go through it to see if 
lat is possible to implement such a type of tax. I notice 
| from the submissions before the Commission that they are 

| mainly for reductions or modifications in existing tax, 


j whereas mine is suggesting additional or new tax. 


There again, I see, with the balance of credit, 
4); you have more deductions requested in taxation than addi- 


| tions, so there is a balance on the other side. There is 


|one region here - do I need to read through this? 


THE CHAIRMAN: No, we have already read it. 

| Don't read it to us. You may speak to it or just carry on 
[as you are. 

MR. POCOCK: There is one recommendation, the 
reduction of municipal property tax. I put this in mainly 
|because it is something I am more associated with than 

PS ate else. It is not directly associated with the 


24 federal tax system, but I think if the municipalities 


lean collect their taxes more efficiently then they will 


26 \\be less dependent on the federal tax for subsidies for 


j 


ih 
‘| 


27 |education and so on, and also if they can get the business 
d new assessment and new development this is a benefit 
29} o the country in general, although mainly to the munici- 
30 \pality. I think the entire country would benefit. 
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Then, the first part I mention is the tax on 

| capital gains from stock market sensed uiculn I think it 
is quite a fair means of taxation because the people who 
deal in buying and selling stock - these people don't do 
this for a living; they are people who don't depend on 
profits from stock for their livelihood. I roughly divide 


it into three groups: the institutions, like the insurance 


from stocks for their livelihood, and people who invest in 


stocks mainly as a hobby for making money, people who 


11; already have sufficient income, that have been working all 


12] their lives and like to play, to deal in the stock market 
1] Jase to make an additional income. 

is| None of these groups, I feel, would object to 
15 this tax. In fact, this tax is over and above what is a 
16), legitimate gain and would be quite reasonable, I 

17) think. Anything over and above the 7% per annum would be 
1g), taxed at a fairly high rate. 

19 The second section of my submission is on the 
29 |\land tax or real estate tax. Here again, I figure this 
21|Will only bring appreciable amounts of revenue from the 


22 || land sales in the regions of large cities where there is 


95 |lying idle. I was hoping it would render speculators 
lspéeculating and buying up farms -- it would divert their 
imoney to mortgages and thus encourage building in its 
Fie sequence, sub-dividing a certain amount of land 


land getting it built and then going on to another part 


jrather than a lot of people trying to make money fast by 


companies; retired people, who are dependent on the income 


{ 
i 
' 
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1} buying up land fast andj hoping someone will come along and 
2) want to sub-divide it. 

3| Here again, a tax, I believe, would be a benefit. 
at don't think anyone would object strenuously to that 

s| type of tax. That is pretvy well all I can say at the 


6 | moment. 
i 


| THE CHAIRMAN: Thank you, Mr. Pocock. I think 
i 
{ 


7 
8 | we will address ourselves to your points Nos. 1 and 2. 
9 


| 
iI have a word to say about No. 3, tct I don't think we 


f 


10 | wi11 go further into 3 at the present time. You direct 
i 


11 yourself to taxation of stock market transactions of the 
i 


12 size that. any profit over what you refer to as normal, 


13 measured a0 Tes is in the nature of excess 
14) profit on stock market transactions, which should be taxed. 


i! 


15 / MR. POCOCK: Yes. 


sl THE CHAIRMAN: That is 7% of what; 7% of the 
fibcone 

18. MR. POCOCK: Seven per cent of the investment, 
19| the original investment. 

20} THE CHAIRMAN: For a period of time? 

21 MR. POCOCK: Seven per cent per annum over any 


i 


i 
22) period of time. This would have to apply to stock whether 


23 | purchased one week and sold the next, like a speculator 


i 
24\in stock might, although the profit there would be very 
i 


25 | small if one were buying one week and selling the next. 
i 
26 | THE CHAIRMAN: Why would you have a special rateoarf 


f ‘ 
py (aes Why not have the ordinary personal rate, the tax on 


H 
i 
ti 


28 ‘the individual for income? 


29 MR, POCOCK: Here again, I figure this tax 
i 


30 would be better if collected right at source by the 


i 


i 
fi 
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1 eas or bank by whom the stock was sold. If it was 

2) paid this way it wouldn't come on the tax return at the 
3) end of the year. 

4 THE CHAIRMAN: How would you collect from the 
5; Canadian speculators with securities outside of the count 


61. MR. POCOCK: This does present a problem, but 


of THE CHAIRMAN: Lots of Canadians would: simply 
= Eee a New York broker, wouldn't they? 
11] MR. POCOCK: They peotvatliy would, I suppose, yes.| 
121 THE CHAIRMAN: 1 wor2ld be inclined to fear you 
13;might put Canadian broters: out of business. 

iH MR. POCOCK: Yes, I suppose. They do have a 
15} tax in the United States of capital gains from stock but 
ig {it is reported at the pm of the year with the yearly 
iireturn. 

18 | THE CHAIRMAR: 2 was: really thinking you would 
19|\make the cost of brokers' work mere expensive in this 
20|;country than it would be in other toumtries, and conse- 
21)\quently there would have to be a higher trokerage charge. 


22\1f the stockbroker had to trace through all transactions 


23|and report the cost and the profit on them he wouwid have 


24a great deal more work to do than he has now, It may be 
25|desirable; I am not suggesting it isn't - it may be. 

| MR, POCOCK: It wouldn't be added to the brokerag 
Eaaieres but deducted from the amount of tax he submits 

ito the Federal Government, keeping the brokerage charges 
» they are at present. 


THE CHAIRMAN: He would charge additional 
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1) services up to the Federal Government. 

2 MR. POCOCK: The thing is, people collecting 
3| the provincial sales tax are allowed for collecting the 
4| tax. 

Sj COMMILSSIONER BEAUVAIS: How could the broker 
six the amount of the capital profit, because I could 


7) 


r 
i} 


8; If he has to withhold the tax he has to know what the 


buy a stock from one broker and sell it to another broker? 


9| capital gain is. 
MR. PCCOCK: He has to know the buying price, 


iyes. It is recorded and he can get this from the records. 


12} Also, when a2 person buys stock they always get a trans- 


13] action slip that says "We have bought for you this day 
14| for your account” and so on. It might be necessary for 
15) the buyer to hold this and submit this at the time he is 
i 
16) selling because he might not have registered the stock. 
i 
17 | whether the stock was registered or not, I suppose he 
18 | shoul keep the statement so the selling broker does know 
19. the profit. 
Hy 
20. THE CHAIRMAN: I assume you would allow losses, 
21 would you? You do not deal with those. 
22) MR. POCOCK: Well, I suppose it would have to 
23 work both ways, yes. 
24 | THE CHAIRMAN: I would think so. Would you 


25 lallow them as a deduction on ordinary income? 


26 MR. POCOCK: No. Here I would think you would 


27 only allow the loss if there had been a gain. 
28 | THE CHAIRMAN: In the same year? 


29 | tMiR. POCOCK: There would have to be a period of 


30 time, probably not the same year. I think it would have 
i 
i 
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1| to be a longer period than one year; probably five years. 


2 COMMISSIONER BEAUVAIS: Would you make a 
3| difference between investment and speculation? 
4 MR. POCOCK: No; all the same. On investment 


5| there would probably not be very much tax because they 


6| would probably be happy with the 7% per annum. The specu- 


7| lators would have to pay probably more tax. 

8 COMMISSIONER BEAUVAIS: What about profit made 
g| on the sale of bonds and the discount of bonds? 

10 MR, POCOCK: Here again, this would probably 
11| come within the reasonable gain. It probably wouldn't 
12| be much in excess of 7%. 

13 COMMISSIONER BEAUVAIS: Your brief doesn't 


14] mention bonds. 


15 MR. POCOCK: No, it doesn't mention bonds. This 


16)is going into it more deeply. 


COMMISSIONER WALLS: In this thinking of yours 


to discourage speculative stock buyers were you, to any 
extent, guided by the new British legislation in that 
regard? 

MR. POCOCK: No. 

THE CHAIRMAN: Are we ready to move to Item 2? 
COMMISSIONER PERRY: I was going to say, Mr. 
Chairman, Mr. Pocock probably realizes once you get into 
allowing losses then you must have some sort of return. 
here must be some time when you bring together all your 
transactions and offset losses against gains; in other 
ords, the simplicity of the deduction at the level of 
the broker breaks down if you are going to make these 


omprehensive calculations. In other words, I don't see 
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sh ca losses can be taken into account under a simple system. 
2 | MR. POCOCK: No, this is a region that require 
3] considerably more thought. 
4 | COMMISSIONER PERRY: As you probably know, it 
5iis a feature of a well-developed capital gains tax system 
6) that losses are recognized. 
7 | MR. POCOCK: I appreciate they would have to be 
g| recognized. 
9 THE CHAIRMAN: If you look at your real estate 
suggestion you indicate a similar tax on real estate trans 
11) actions which are speculative and you suggest that they 
12|\be taxed in excess over 2%. Why 2% per annum? I was 
curious how you came to that figure. Seven per cent 
14\) looks like a fairly normal amount on stock. I don't 

15| understand the 2%. 
16 MR. POCOCK: These probably involve larger 
17|amounts of money. The figure I say is 2%. This was just 


18\a figure for starting, a figure for talking around. It 


19||\seems not unreasonable as a land developer would be 


20 |allowed - wouldn't be taxed on the profit he would make 


21\\from developing the land, like building roads and sub- 
22|\Gividing, putting in sewers and all the engineering he 
23\would do. He would get his normal profit. This is just 


242% on invested income. 


» See COMMISSIONER WALLS: Your 2% example is dealing 
26 with the original landowner, the farmer, not with the 
27 |land speculator. Why wouldn't you allow him to have @ large 
return? 
28 MR. POCOCK: The land speculator, if he buys 
29 jand sells this land in one year, he makes very little 


30 profit as capital gain. He would have to make his profit 


ue 
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1| by actually doing work on the land. This tax is not 


it and selling it, but to encourage people to buy 


property and actually do something with it. 


1489 


THE CHAIRMAN: They are paying taxes, not on 


the excess over 2%, but on the whole amount. 


MR. POCOCK: As a land transfer tax? 


THE CHAIRMAN: Speculation in land is generally 


taxed as income. If a speculator buys and sells land he 


is taxed on it. It is not a capital transaction. It is 


an income transaction, 


MR. POCOCK: This amount is paid with his 


yearly return? 


THE CHAIRMAN: I am sorry, I didn't hear you. 


MR. POCOCK: This is paid with his yearly 


return. I am suggesting this also be deducted at source 


by the Registry Office. 
THE CHAIRMAN: We have the same difficulty, 


course, with regard to losses as we would in stocks. 


of 


MR. POCOCK: Yes. Here again, he would have to 


Ihave paid a certain amount of tax before he could reclaim 


anything of a loss. If he had a loss and had no gain he 


ouldn't be able to claim. 


s it compound interest over a 100-year period? 


COMMISSIONER PERRY: It seems very small. 


lways imagine $300 amounts to a million dollars in a 


undred years with compound interest. 


I 


COMMISSIONER PERRY: This 2% in your calculation; 


COMMISSIONER WALLS: Yes, it is. I worked it 


| 


i 


6| 


i. 


| $4 an acre in order to prove your point of profit made 


| on a piece of farm land. You can't improve land for $4 
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COMMISSIONEh WALLS: I am rather surprised at 
some of the figures you put down. Just for the record, 


you have an arbitrary figure for land improvement of 


macre or for $40 macre, in some cases. It depends on 
the place. Your figure is extremely low. 

MR. POCOCK: This is, but other figures might 
be a little on the high side, the ccst of clearing. 
The figures would have to be established at the time the 


tax was applied to a certain transaction. 
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COMMISSIONER WALLS: Don't you think when giving 
an example it would be sounder to lean over backwards, 
rather than prove your point by making a very large 
spread? First of all, I think on his investment over 
the years on the land he is entitled to more than 2%. 
Secondly, baotalinty the figure of the land improveme>* 
would have been very much larger and then, of cours# 
there would not have been the exorbitant profit you 
showed in your illustration. 

MR. POCOCK: Yes. That is so. This would be 
up to the assessor to go through the figures and to 
| establish things like land improvement. As you say, it 
may be closer to $100.00 an acre. 


COMMISSIONER MILNE: Mr. Pocock, I want to see 


are you suggesting that in filing his retumhe would now 
be paying a tax in this manner: That ison capital sain 
instead of income? 

MR. POCOCK: Yes. This would be collected at the 
Registry Office when he sold a certain piece of land to a 
builder, and the builder would pay any tax, and so on --- 


no, the developer, he would pay the tax on this; when the 


23) developer originally bought the land from the farmer, the 
24] farmer would pay the taxes. They would be deducted. He 

25 | would have “= it directly to the Registry Office at 

| the time the deed was registered. It is not held over 

} until his yearly return. It is like a system of deducting 
taxes at source. 


COMMISSIONER GRANT: Registry Offices are set 


up and controlled by the Provinces. This would be a Feder 


if I understand you correctly. In taxing the land developer 
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1 tax, so your mechanics would call for some arrangement 


2| between the Federal and Provincial authorities to collect | 


3] the tax? 
4 MR. POCOCK: Yes. 
5 THE CHAIRMAN: Mr. Pocock, I don't think there 


6| is a great deal of purpose to us going into item number 


7| 3, which is specifically municipal taxation. There is a 


g|| place to which one takes matters of municipal taxation 
g| in Ontario, established very much in the same manner 

10| as this Royal Commission, and I have regard to the 

11 Ontario Committee on Taxation, established by Order in | 


12|| Council of the Province 55763, on November 21st, 1962. 


3 They are required, amongst other things, to 
14), enquire into and report upon the taxation of the Province 
15|| of Ontario and its municipalities. This is their job and 
16|| 1f we enquire into municipal taxation, we would be 
17 repeating what they are charged with doing. | 
° Now, there are other Royal Commissions established 
19) by other Provinces for the same purposes. We are not 
20 }established to do the job of enquiring into municipal 

| 


91\| taxation. It would be much more extensive, of course, 
22|| because we would have to be concerned with the municipal 
23|| taxation of each Province. 


74 | I think little would be served by our enquiring 


25 || into any more of your submission . I think we would simply 
| 
26 || recommend that you take it to the Ontario Committee on 


27| Taxation. I am sure they would be very interested in 


2g; hearing from you. 


MR. POCOCK: Right. 


30 | THE CHAIRMAN: We have no further questions.Thank 
| 
| 


De 
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you very much indeed for coming here this morning to give | 
us the benefit of your advice and assistance. If you have 


anything further to say to us, we would like to hear it. 


MR. POCOCK: No. As I say, these were just 
regions that I figured you could look into just to see 
what they were worth as additional means of raising 
revenue. 

THE CHAIRMAN: We are very glad to hear that. 
As you point out, we like to hear about additional ways | 


of reducing revenue. If one can produce ways of ‘vit 


it, it might assist us to balance things out. We are 


required to recommend in such a manner as to maintain 


the revenue producing ability of the Canadian tax system. 


Thank you very much, Mr. Pocock. We will 
stand over, Mr. Secretary. 


MR, POCOCK: Thank you. 
---Short recess 
---Following short recess 


THE CHAIRMAN: Mr. Secretary, I think we should | 


start now. Would you introduce our visitors to us? | 


THE SECRETARY: Mr. Chairman, Commissioners, 


we have officials of the Canadian Jewellers' Association 


of Canada with us this morning. Mr. Gerstein is Chairman 
of the Tax Committee of the Canadian Jewellers' Assoctiatio 
He will speak first to the brief and introduce his 


colleagues. 


I would like to enter this brief into the record 
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as Exhibit No. 65. 


---EXHIBIT NO. 65: Submission of the Canadian 
Jewellers' Association. 


Mr. B. Gerstein 
Mr. F.E. Belsham 
Mr. J.S. Bliss 
Mr. R.P. Brown 
wr. B. Ellis 

Mr. G. Levenston 


SUBMISSION OF 
THe CANADIAN JEWELLERS' ASSOCIATION 
THE CHATRMAN: Thank you, Mr. Secretary. Good 
| morning, Mr. Gee artes" We have read your 
submission to us. It is very well done; most complete. 
} We do not need to ask you to read it to us. If you would 
eare to speak to it, modify it or enlarge on it, we 
| would be very glad to hear you. We have a number of 
| questions which will await whatever you may wish to say. 
| Mr. Gerstein, would you start by introducing your 
! associates and please do not stand, unless you wish to do 
“so. | 
MR. GERSTEIN: Thank you, Mr. Chairman. On my 
extreme right Mr. Fred Belsham of Morris J. Walsh, Diamond 
| Importers. Mr. J.S. Bliss, of Oneida Limited. Mr. Brown, 
| Secretary of our Association. Mr. B. Zllis of Birk's and 
| Hr. Gerald Levenston, of Baumgold Brothers of Canada 
Limited, Diamond Merchants. 
Mr. Chairman, if I may just take afew moments to 


| amplify some of the statements and comments made in our 
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brief with respect to two particular areas. The first 
has to do with discrimination. Of course, the entire 
excise tax when it was originally introduced during the 
war was discriminatory but it discriminated against a 
whole body of goods and this was understandable at the 
time. 

The discrimination, as it affects our industry, 
has been accentuated with the withdrawal of this tax on 
other areas. For example, a plain gold wedding band, 
which I would suspect is a necessity in the society in 
which we live, could we consider it to be less of a 
necessity, or sive of a luxury than a set of golf clubs 
or fishing tackle? | 


Time today is of the essence. I suspect all 


members of the Commission wear watches and yet there still 


| 
| 
remains an excise tax on watches as distinct from cameras, 


or fountain pens, 
Is a diamond engagement ring more of a luxury 
than a fur coat? Or a Cadillac car? These are the 
problems that concern us and a feeling that there is | 
specific discrimination against our industry. Although we | 
represent an industry, and do not presume to speak for 
the consuming public or the actual taxpayer, we suspect . 


that they feel likewise because it is reflected in the 


rather depressed state, relatively speaking, of our 
industry. 

The other area witn respect to which I would 
like to make a few comments has to do with smuggling, 
and this is a very difficult thing to discuss and 


particularly difficult to write out in a brief, because 
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1| being illegal there are no official statistics and it is 
2\| impossible to specifically document what those of us who 
3] work and live in this industry know and feel. 

4| There are two particular areas of smuggling, 

5; one I think more serious than the other. The first area 
6| LI think is the result of human nature. I am sure that 
most of your Commission Members, sir, like our own 

g| friends, have had occasion to visit Europe, particularly 
9| Switzerland and have come home witi: a watch. 

10 THE CHAIRMAN: Paid duty on it. 

11) MR. GERSTEIN: I will speak for my friends, sir. 
12] You speak for yours. As a matter of fact, I had occasion 
13/| once to discuss this with the former Deputy Minister of 
14) National Revenue who asked me why is it the most respectable 
15 members of our community, the pillars of the church, 

16| leaders of the business community feel that the Government 
17) is fair game when it comes to customs and excise? So I 
18|| speak not disparagingly about our fellow people. This 

19 | affects not too seriously the manufacturers, but we 

20 felt we should mention they had spent money abroad on 

ay bringing back this merchandise, and the only way this 


could be controlled is if we had a police state and 


bo 
is) 


23\| the price we pay for smuggling of this nature 


24 is little enough to pay for the democratic society in 
2951 which we live. . 
26 The other area, that of professional smuggling, 
27|| is a very serious problem to our trade, because it 
28 | multiplies. It snowballs. The experience in the United 
29|| States, as pointed out in our brief, when they raised 


30 || the duty from 10 to 20%, they reached the point of 
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these duties to the original 10%, because this is a 
tremendous premium and diamonds are so easy to smuggle. 
In fact, sir, you don't even have to smuggle them. All 
you have to do is have a false invoice and you can 
actually bring them through customs. 

There is no one at customs to check the parcels 
to see what they weigh and how many stones are in the 
parcels. There is no duty. There is no need for ¢hecking|. 
This enables the illegal importer to have ir his 
possession inventory for which there is no record, and 
this he disposes of in a like manner. 

Particularly in some of the larger stones and 
not necessarily more expensive. It is very difficult : 
for the manufacturers and the cutters. We have some 
cutters here in Toronto; it is very difficult for them | 
to dispose of a karat and two-karat stones because they 
do have a record and that is the problem that concerns | 
us a great deal, and although we can't prove its extent 
statistically, we know it and feel it. We feelitinthe 
shrinking area of our sales of diamonds, and we 
ee Cadiae Hae tava that the elimination of the 10% 
excise tax would do a great deal to help offset this 
smuggling. 

THE CHAIRMAN: Thank you, Mr. Gerstein. 


MR. GERSTEIN: Those are the two particular 
comments that I had to make, sir, with respect to the 
brief and its amplification and certainly we would be 


more than happy, any member of the Committee would be 


more than happy to answer any question that might arise. 


28 
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THE CHAIRMAN: Thank you very much. Let me see 
that we all know about your Association. You represent 
1,151 retail jewellers. 91 wholesale jewellers and 125 
manufacturers. Therefore, you are the voice of the 
jewellery industry at all levels? 

MR. GERSTEIN: Yes, sir. We are unique in 
that as a trade organization. We represent all levels 
of trade. 

THE CHAIRMAN: You have said that you speak for 
your industry, not for the consumers. In speaking for 
your industry, the fact that these are consumption taxes 
to which you address yourself, and consumption taxes 
arenormally passed on to consumers, I presume that you 
are interested because in the passing on of these 
taxes they affect your own business. You would sell more 
goods if you did not have to pass on taxes to the 
consumer. Is that right? 

MR. GERSTEIN: Yes, sir. 

THE CHAIRMAN: Do they have an impact. on your 
members or are you successful in passing on all the 
taxes? 

MR. GERSTEIN: There are two answers to that, 
sir. The first answer is when an excise tax goes into 
effect, we automatically lose the amount of the tax, 
because if we sell a $100.00 ring, a consumer comes into 
our front door to spend $100.00. He buys a $100.00 ring. 
Now, if that $100.00 includes $10.00 in tax, then we 
are, in effect, making a $90.00 sale, not a $100.00 sale, 
ecause the consumer receives only $90.00 in real value, 


plus the additional tax which he pays. 
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He doesn't pay $100.00 for a ring and then pay 
the excise tax in addition. 

THE CHAIRMAN: He buys a cheaper ring than he 
would otherwise buy, or have you reduced the price of a 
$100.00 ring to $90.00? 

MR. GERSTEIN: We have given him less value. We 
have given him less physical ring. 

The other answer to the area in which we lose 
because of the tax, because of the so-called luxury aspect 
| we lost to other lines of business. — biggest competitor 
today, sir, is not our fellow jeweller, but the fur 
merchant, the travel agent and those other areas who are 
competing for the consumer dollar. 

We are not competitive today. That is why I 
| say it is more discriminatory today than when there was 
: a tax on furs and on golf clubs, and whatever it might be. 
| COMMISSIONER MILNE: This is something that I am 
| wondering about, whether or not this type of operation comes 
| within your group. There is a great impetus in the part o 
| the country where I live to have some kind of a party to 
eit Jewellery, and these sellers are individuals who have 
jan assortment of attractive costume jewellery,and the price, 
jwell, it might be anywhere in the neighbourhood of something | 
Hsotaseti $20.00 and $50.00 for the items that are displayed. 
There is a considerable sales promotion. The person who ha 
the party receives some piece of costume jewellery free. 

Is that type of operation something that comes 
within your group? 


MR. GERSTEIN: I don't believe so. I would like 


1 


2 | 


“em os.” 
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to ask our Secretary about that. I don't believe that we 
have any member who distributes merchandise in this 


manner. We do not. 
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MR. BROWN: I might just comment here, if commen 
j is what you are looking for, that this is an extremely 
| expensive form of distribution. This was the original 


distribution method of Wear-Ever Aluminum; any number of 


| types of merchandise are distributed this way. It is an 

| expensive and costly method of distribution, but so long 
jas we live in a free society and consumers are free to 
buy where and when and how they will, we see no reason --- 
COMMISSIONER MILNE: It was just something I 

} wanted to find out. 

COMMISSIONER WALLS: First of all, Mr. Gerstein, 
|I think perhaps you have brought before us one of the more | 
lserious problems that the Commission is facing; that is, to 


iwhat extent sales tax and excise tax will be part of any 


15;mew tax structure that we may evolve. If there should con- 


i 


16| tinue to be a sales tax and excise tax or a sales tax with | 


ig (taxes, then what will be the line of demarcation between 


| 
17|Variated scale between different products instead of two 
i9Products which should carry more sales tax and those which | 


20|Should carry less or the products that should carry more 


jexcise tax and those that should carry "one? jf you can 


izgive us some guidance as to where we should draw that line, 


MR. GERSTEIN: I am sure you have economists and 


properly than to a poor retail jeweller. This is a moral 
question involving economists and sociologists. It 
volves the whole question of whether the Government, 


through taxation, should try and direct consumer demand 


24 


2 


| 


20 | 


ik 
£ 


x 
an 
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decides on the prestige of the retailer as — one 


9) |criterion. 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO 1502 


or impose a penalty upon those who wish to exercise their 
free judgment in the purchase. Should a man pay a higher 
rate of tax for a Cadillac car than for a Ford? 

COMMISSIONER WALLS: Yes, but you made another 
comparison that could be questioned. You nae "Is the 
fur coat any more or any less of a luxury than a diamond 
ring?" Well, I can imagine if you ask a lady in Regina 
or Winnipeg she would be inclined t think a fur coat 
was a necessity. 

MR. GERSTEIN: Indeed, but a mink or a muskrat. 
Any more, sir, than a ten-dollar gold wedding band; is 
it a luxury or a necessity in our society as distinct from 
a circle of diamonds? 

COMMISSIONER WALLS: That would lead me to what 
seems to be a bit of a problem to me. You mentioned the 
effect that the excise tax has in retarding your industry. 
I can see where that. might apply to cheaper items, but 
when you get into good jewellery, and I am not dealing 
specifically with diamonds - 


it seems to me that the consumer first of all 


The second criterion is the amount she pays for 
it. In other words, she prefers to be able to say she 
paid $500 for a ring rather than be able to say she paid 


$300 because the average consumer is in no position, 


as far as I can see, to be able to judge the merits between 
one piece of jewellery that costs $300 and one that costs 


$500. 
MR. GERSTEIN: I think, sir, you have answered 
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31] the question yourself when you say that the consumer of 
2) that product is concerned with the prestige, the reputa- 
3] tion and honesty and integrity of the person with whom 
4| She deals. You may say that a diamond or a piece of 
5| Jewellery is a blind article; it is not. No article is 
6|a blind article, I submit, sir. It may be at the moment 
7|of purchase, but if your wife has a piece of jewellery, 
8| she immediately becomes conscious of all jewellery that 
Q9iall her friends are wearing, jewellery that she sees in 
10) other stores, and she compares, and the reputatim of 
11) the merchant with whom she deals is established to a 
12| greater extent after the purchase has been made than at 


13) the time of purchase. 


os 


14 This also applies to rugs. No one can tell, 
15imo one but an expert can tell the value of a rug, but 
16\\after you have had it in your home for six months or a 
17|\ year you know whether it wears or not, the same as a 
1g|}suit of clothes. We learn through experience, and our 
19||\reputation as merchants is established long after. It 
20|\takes many years to build a reputation for an individual 
21|\with whom a person who wants to spend $500 or $1,000 
22\\will deal. 

23 COMMISSIONER WALLS: Well, on that basts, 
24\|\though, it would seem that the excise feeeulens not be 
25a great criterion on whether you made a sale or not 

26 except for one factor, and that leads me into my next 

27 | question. 

28 Would you care to tell us what are the normal 
29 margins of profit between the manufacturer and wholesaler 


d the wholesaler and the retailer? The reason I am 


poms! 


asking that is that you must realize that excise tax and 
Sales tax, as it stands at the present, has a tendency 
to pyramid. Im other words, the manufactwe pays that 
tax. When he sells, he adds a margin of profit on cost, 


and when the retailer - sells he in turn adds to it, so 


| you are, in effect, pyramiding the 10% excise tax. I 


would be interested to know to what extent it has grown 
by the time it reaches the consumer. 


MR. GERSTEIN: During the war, when we had 


| price control, the average mark-up provided to the 


|retailer was 50% of his selling price, and to the whole- 


“sale distributor one-third of his wholesale. This is 
| generally accepted and common practice. I might say, in 
| considering profits, one must aliso consider turnover. 

It is generally known that profits in the food 
industry, the supermarket, 1% is considered an adequate 
return on net sale, but they turn over their inventory 
almost weekly. 


With us, sir, the D.B.S. will show the average 


retail jeweller turns over his inventory less than twice 


ship I would say that 80% do between fifty - I shouldn't 


COMMISSIONER WALLS: That, of course, does not 


answer my question. 


MR. GERSTEIN: The profit on the tax is multi- 


isa by the profit, but is essential because it is all 


art of the investment in the merchandise. 
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la year. I think of 1,100 retail jewellers in our member- 


\say do between - do less than maximums of fifty to seventy- 
five thousand dollars a year at retail, and make a meagre 


jliving of five - ten thousand dollars would be substantial. 
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COMMISSIONER WALLS: I am not questioning that. 


2| I agree with you wholeheartedly. I just want to have 

3 Some idea of to what extent that initial 10% has grown 
4| in the amount the consumer has to pay. In other words, 
5; 1f there was 300% profit on the product, then that tax 


6| has now grown to 30% to the consumer, has it not? 


Z 

8 MR. GERSTEIN: Not 30% of the retail. 

9 COMMISSIONER WALLS: Not 30% of the retail, no. 
10 MR. GERSTEIN: If what you are saying is 


11| correct, it remains at 10% of the retail. 

12 COMMISSIONER WALLS: No, no. You pay tax of 
13 10% on the manufacturer's price. 

14 MR, GERSTEIN: Yes. 

15 COMMISSIONER WALLS: Then I was right in the 
16\\first place. If, by the time that reaches the consumer, 


17) has gone up 300%, then, by adding on the tax, 


18| the consumer is paying the equivalent 
19 of 30%. 
20 THE CHAIRMAN: I think you are not right in 


21\\Ssaying the consumer is paying the equivalent of 30% of 
92|\the retail level. 

23 COMMISSIONER WALLS: Not 3°% of the retail 
q4|level; 30% of the initial manufacturer's price. Yes, 
g5|ithat is right. 

26 MR. GERSTEIN: The amount of tax is compounded 
27 |by the profits that are placed on it but which are essen- 
2g |\tial because the original investment is made. If, for 

99 |example, the retailer buys a hundred-dollar ring from 


s supplier, and he orders a hundred-dollar ring to sell 
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64| for $200, if there is 10% excise tax at the manufacturer’ 
2) level, he gets a ninety-dollar ring - my arithmetic will 
3) be out a few cents - he gets a ninety-dollar ring and 

4) $10 tax, so he still has a ring that cost $100 but 

5| Still sells for $200. 

6| THE CHAIRMAN: May I interject at this point 

7| and carry on with this line of thought? One industry 

gi appearing before us indicated that should the tax be 

gi removed from the manufacturer's level to the retail 

10; Level pyramiding would then disappear and it iki ocak 
11/each retailer approximately $1,200 a year, and that 
12|\would be the profit that he would give up on the tax. 
13 |Would the same thing occur to you people? 


t 


14 MR. GERSTEIN: I have not calculated it that 
is iway, sir, but if I might comment, we had tax on the 

16 ||\retail level originally, and it was removed to the manu- 
17|facturer's level for one simple reason: the Department 
1g|0f National Revenue found it impossible to police. 


19 | We have 1,100 retail members and I can say 


20 (with some assurance that it made thieves out of 602 


| 
91 because you have them collecting - you take a hundred- 


22 dollar sale and you collect tax. These men are earning 


| 


93 between $5,000 and $10,000 a year, and they have money 


o4\in the till that they have to remit. 


HT 


{| 


95 | In many instances these people were never 


96 assessed, were never audited from one five-year term to 


97 the next. I know in our case, as in the case of most 
i 
29g large organizations, we called every year to insist on 


99 an audit. 


30 | THE CHAIRMAN: Thank you, Mr. Gerstein. Of 


————— | 
H 
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71} course, the provinces are now levying such a tax, but 


2) that was a little bit beside the point, I was wondering 
3, about the effect of pyramiding on the tax because if we 
4) think of the consumer, the consumer, as a result of a 

5; tax lower down the stream, pays not only tax by the time 
6) it gets to him but he also pays profit on the tax. 


7] Trat has been represented to us in the case of 


1if you --- 

MR. GERSTEIN: This would not eliminate the 

| discrimination. This would nct eliminate discrimination. 
THE CHAIRMAN: No, but it makes discrimination 
jas it affects the consumer much more aggravated than if 

| there is no pyramiding. Im other words, would the 
15|repeal of such taxes remove profits from your industry, 
16 | because if there is pyramiding you are making profits 


ibecause of the tax that you would not make without the 


MR. GERSTEIN: I do not think it would remove 
20 |profits because once again we come back to the man who 
a aneeee to spend $100. He would get more value in his 
artis and less tax. We would still sell a hundred-dollar 
23|\ring. 

24} COMMISSIONER WALLS: On page 4 you state, in 

25 dealing with the effect of international payments, that 
2% jexcise tax encourages the purchase of expensive jewellery 
27 jabroad by Canadians. Your excise tax is 10%, but surely 
larger influence on the Canadian abroad, particularly 


29. in the United States, is the fact that there is a 30% 


3itariff, and surely a 30% tariff on jewellery would cause 


pn tess cit a et I AA LA LOT 


84 
2 
3 
4 


5| 


26 
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i tariff aswell, *sir. 


while ago you were dealing with the clearing of diamonds. 


jidentified as diamonds and a certificate made out? 


ifollow the question. 


> 


os 
< 
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them to purchase abroad more than the 10% excise tax | 
which you emphasize in your brief. 

MR. GERSTEIN: There was a very substantial 
robbery in Toronto not too long ago and the insurance 
adjustors are now attempting to determine where the 
merchandise was purchased. I. simply suggest that the 
tariff accentuated by the excise tax stimulates private 
smuggling. 

COMMISSIONER WALLS: I am not disagreeing with 
you on this. You have not mentioned tariffs. Your 
whole case was that the excise tax was the cause of 


this? 


MR. GERSTEIN: If you would like to remove the 
COMMISSIONER WALLS: For instance, a little 


Is it not a fact that their entry, irrespective of the 


fact that it is free entry, they have to be opened and 


MR. GERSTEIN: I am sorry, I did not quite 


COMMISSIONER WALLS: I think that you said, 


iwhen you were making your opening remarks, that diamonds 


coming in free can be brought in readily without identifi- 
cation by the customs. Isn't there an entry completed 


recording free entry of diamondsand the package has to 


ea bbe opened even though they come in free of tariff? 


MR, GERSTEIN: Mr. Levenston, would you care 


jto answer that question? 


MR. LEVENSTON: That is quite true; they come 
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9 1} through on an entry form and they are listed, and they 
2|| are supposed to be opened by the customs inspectors at 

3] the port of entry. In view of the fact that the customs 
4) inspectors are not diamond experts, and in view of the 

5| fact to my knowledge they do not weigh the parcels, and 
6) diamonds have pare apart from quality, a value because 
7; of weight, there are many loopholes in the entry of 

8] diamonds into this country on the part of importers. 

9 Where you have a duty of 10%, as you have 

10| going into the United States, there you have appraisers 
sel aé the port of entry and the diamonds are very carefully 
12 examined, and you have experts there who try and appraise 
13) the value of the stones so brought in. This does not 

14) soDty in Canada because the customs, having no customs 
15| interest in the import of diamonds, or duty interest, do 


16 


not take the matter quite so seriously, and to my certain 
17 |knowledge, one of the ways diamonds are brought into 
18||\Canada in a manner to evade sales tax and excise duties 
19/38 by false entries at the port of entry. 


20] In other words, you can send shipments from 


i 


r 


abroad here. You can say that you have ten two-carat 


i] 
— 


22\stones in a parcel and you can put a value of $200 a 


| 


jone at the port of entry in a position to appraise those 


23|\carat on those stones, for argument's sake. There is no 


24 


25 Stones. Those stones might be $2,000 a carat. 


26 | As a diamond importer, one of my great objec- 


27 |tions to the excise tax is that if you cannot police the 


ogitax, don't have it. In my experience over the past 17 


years here neither the R.C.M.P. nor the sales and excise 


30itax inspectors can police this tax, and they will admit 


10 4 


| 


17) 


22 | 


29 


30 | 


| 
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to you they cannot police it. 
COMMISSIONER WALLS: Thank you. On page 6 you 
point out the additional 10% financing that 


the manufacturers have to do because he has to pay excise 


| tax. Well then, if the excise tax was 


combined with the sales tax, that 
would be preferable to having two separate 


taxes. 


MR, GERSTEIN: I am sorry, are you speaking of 


|provincial sales tax? 


COMMISSIONER WALLS: No, I am dealing with 
federal sales tax. When you, as a manufacturer, pay your 
federal sales tax, you pay it at time of sale to the 
wholesaler, do you not? 

MR. GERSTEIN: No, sir. One of us is in error. 
Sales and excise tax of 11% and 10%, a total tax of 212, 
is paid at one and the same time. 

COMMISSIONER WALLS: You pay within 30 days of 
sale, 

MR. GERSTEIN: By the manufacturer. 

COMMISSIONER WALLS: Within 30 days of sale. 

MR. GERSTEIN: That is right. 

COMMISSIONER WALLS: Then, really, you do not 
have to do any financing if you have 30 days after sale 
to pay both. 


MR. GERSTEIN: Except to the extent, sir, that 


the retailer who turns his inventory less than twice in 
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4 MR, BELSHAM: Thirty-day terms are not jewellers 
am terms. We are in a slow turnover business, and therefore 
6| terms of operation of wholesaler and manufacturer run up 

7| to six and ten months to pay. 
8, COMMISSIONER WALLS: Therefore, then, there 


9| would be a decided advantage if the sales tax or the 
HI 


10| sales tax and excise tax combined was moved forward to 
11| eLther the wholesale or retail level as far as your 
12| manufacturers are concerned. 

t 


MR, BELSHAM: From a financing point of view 


COMMISSIONER WALLS: I see, Well now, I would 
16), like to turn to page 9 where you show a drop in the 


17|\Silver consumption. Am I right that the largest percentage 


i1g}0f Canadian silver consumption falls into silver plate, 
ig|rather than jewellery, on which you pay no excise tax? 
20 MR, BLISS: That is true; there is no excise 
21|\tax on silver plate, but there is an excise tax on sterling 
22 and sterling represents a large part of the silver consump- 
93\tion. In other words, there is a lot more silver used in 
aa(Sterling silver even though there is not as much sterling 
25 Silver as plate; there is a lot more silver used, and a 
26 \Very large part of the dollar goes to the difference in 
27 Walue of sterling versus silver plate. 
28 COMMISSIONER WALLS: I think Mrs. Milne had 
29 another solution, perhaps, for this drop in silver. 


30 Would you care to give that? 
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COMMISSIONER MILNE: I was thinking of the 


quality stainless steel. 


2) Popusartty within the last few years of purchasing good 
3] 


4 MR. BLISS: That is true. The stainless steel 
5| business has come up terrifically in the overall flatware 
6) picture, but the fact is I do not feel that the stainless 
7\| has made any inroads in the sterling market. It has in 

8| cheaper plate, in cheaper silver plate, but I do not 

9; think, really, that it has made an inroad into the 
sterling business. 

11! I think the sterling purchasers, if they bought 
ea second set, where it used to be maybe a cheaper grade 
13/of plate, today they would buy stainless, but still the 
14\sentiment and so forth, the tradition of bride's silver, 
tha tee 

16) COMMISSIONER MILNE: This would not be a signi- 
17|ficant factor? 

18 MR. BLISS: Stainless has hurt silver plate but 
19|not really has hurt sterling. 


20 COMMISSIONER WALLS: Then, on page 19, you say 


21)it is our firm conviction that with lower prices an 


22 increase in sales volume will result from removal of 
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24 | d invest more capital and so on, 
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You say that the total capital repair expendi- 


2); ture in the jewellery and silverware industry has also 


3) declined in the past ten years. Is this not to some 


4) extent an effect you have created yourselves by the 

5| increased use of costume jewellery? In other words, is 
6| there not a tendency for a lady to buy the very excellent 
7; costume jewellery that you turn out that she can change 
gi with the various dresses she wears as against the much 

9] lesser amount of costume jewellery ten years ago when 

10; she had one or two main pieces of jewellery. 

11 MR. GERSTEIN: Mr. 2llis, would you care to 

12] speak to that? 


13 MR. ELLIS: No, I don't feel that is correct, 


14) lr. Wallis. I feel the market is broader and more 

15! costume jewellery is being purchased and produced, much 
16} finer articles. If anything, it should revive interest 
17} in real jewellery. It is a step from costume jewellery 
18) to gold jewellery and diamond jewellery. 


19 COMMISSIONER WALLS: I notice in another part 


Chat in better class jewellery, and particularly in 
diamonds we don't buy in the same relationship per capita 


to the people in the United States. Now, surely, this 


the United States. 


: of your brief that you are quite critical over tne fact 
| MR. GERSTEIN: We fe2l, and there is a very 


strong belief in our trade that the statistics reflect 


28) the smuggling by private individuals. I am constantly 


: 
: 


isn't excise, but rather the greater ability to buy in 
29 amazed, sir, at what I see worn at my golf club, and I 


30 am sure my golf club is no different from any other golf 


sas 
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1 club q@any fashionable wedding, the amount of fine 
2) jewellery worn by Canadians today as compared to ten 
3] years ago is amazing, and we don't know where it is | 
4| produced. 3 
| COMMISSICNER WALLS: The question I want to | 

i 


6| ask you, dealing with that section of your brief where yo 


7) point out perhaps as a result of our excise tax the per 
g| capita expenditure of Canadians on diamonds and good 
g| jewellery is not as high as our counterparts in the United 


States. JI would think perhaps the reason is this: That | 


— 
o = 


in the United States there are over half a million, 


12| 566,000 people who earn over $25,000.00 a year. In Canada 


| 
13 there is 17,000, which is nowhere near the relationship : 
14) of our population and therefore you have a wealthy class | 
| 


15|| of people who will naturally tend to spend more money on 
16| jewellery. I am only trying to point out there are other 


17|| reasons than excise tax. 


19|| one factor involved, sir, in it. Our disposal income 


| 
18 MR. ELLIS: Indeed there would be more than { 
| 
| 


increased more percentage-wise in Canada over the period 
21) We are using in comparison. 

22 COMMISSIONER WALLS: That might be, but it still 
23|, has got to expand quite a bit more before we are on the 
24) same basis based on the figures I have in front of me. 

As I say, the relationship would be somewhere in the 


26 || neighbourhood of about $180,000.00 instead of $566,000.00 


27); to being on the same basis in Canada as in the United 
28 States. It isn't an iniportant point. I just wanted to 
| 
| 
29 | brins out the fact that yours is a prestige product and 


= 


therefore that, perhaps, the 10% excise tax is not the 
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reason why we buy less of it than they do in the United 
States, but rather the fact that they have more wealthy 
people who are able to buy. 

MR. LEVENSTON: May I speak to that, Mr. 
Chairman? 

MR. GERST&IN: If I may say, one area is a 
prestige product to the extent that a Cadillac ora 
Lincoln or a Rolls Royce, which we see on the streets of 
Toronto today, is prestige, but the wedding ring, the 


diamond engagement ring at $100.00, $150.00, $200.00 and 


the wristwatch at $15.00, $25.00 or $30.00 is not a. 
| 
prestige item. It is a necessity today in the way of life 


which we have developed. 


COMMISSIONER WALLS: I agree with all that, but 
I think the point is in your brief you point out the 
comparison of spending on expensive jewellery and diamonds). 


MR. LEVENSTON: May I speak to that, Mr. 
Chairman. I think one of the vital points in those com- | 
parisons of diamond consumption between the United States | 
and Canada is the fact that the legitimate figures | 
which are, presumably, given by D.B.S. don't include a | 
very large proportion of diamonds which are brought into 
this country illegally. Our company is a subsidiary of 
an American corporation. One would say if there is that 
disparity in diamond consumption between Canada and the 
United States our company in sales compared to our parent 
company should do by proportion 5% of the American 
business. We do much better than 10%. I think if you 
accept these D.B.S. figures of diamond consumption in 


Canada, our company, which is one of, perhaps, 150 
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1| importers of diamonds in Canada import over 15% of the 
2| total imports. This is ridiculous. These figures indicat 
3| in my opinion, that there is a tremendous discrepancy 


| between legal imports of diamonds into the country and 


5 the illegal imports. There should be no figure like 

6, 7,700,000 opposed to 140,000,000. These are fantastic 
7, discrepancies. I think these figures we put into the 

8; brief primarily to indicate that there is an illezal 
consumption of diamonds in Canada which is not reflected 
and the removal of the excise tax would ane remove 
11! that illegal consumption. 

12| THE CHAIRMAN: What I observe in these figures 


13 primarily is the fact during the ten-year period the 


14; Canadian consumption of diamonds has increased 10% and 


15 the United States consumotion of diamonds has increased 


17|| wrong or something has happened beyond the normal course <a 


A 


! 
16, 503. It seems to me this makes the point the figures are 
, | 
1g) of events. 


19 | COMMISSIONER WALLS: Has your Jewellery 


20'| Association any policing force in regard to this smuggling’ 
21° MR. BROWN: No, sir. 
22! MR. GERSTEIN: Would you answer that, Mr. 


23) Levenston? 


24 | MR. LEVENSTON: Mr. Brown has answered. We have 
: no policing force, because we haven't the facilities. It 
7 is very difficult, as you uan understand, for the 


27 | Association to take over the difficult duties of investiga 


28) cing forces. The &.C.HM.P. have been trying to work on 


=) 


29 this for many vears. I think because of the fact that 


30|| you have no proper policing at the port of entry it is 
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1} very difficult for them to do much. 

2 COMMISSIONER WALLS: Do you do anything in the 

3) way of reporting to customs suspected smuggling? 

4) Smuggling appears to me from your presentation to be a 
5] very important factor in your industry. To what extent 
6| are you encouraging tighter control of bie ota 

7 MR. GERSTEIN: This is a matter we have discusse 
8] amongst ourselves on many occasions. There have been 
occasions when complaints have been made, not too often, 
but nothing comes of it, because diamonds are a 


commodity, sir, that are very difficult to check. In 


most instances the R.C.M.P. cannot prove anything that they 


know is true. We know people, certainly we know people 
who will not buy merchandise from a supplier with an 
invoice. We know suppliers who will not sell with an 
invoice, but we can't prove it, sir, and the R.C.M.P. 
can‘ t.. 

COMMISSIONER WALLS: Thank you very much. That 
is all I have. 

COMMISSIONER MILNE: Just one question that 
occurs to me. I wonder what you do, or if you do any- | 
thing in this situation. I think it is fairly common, | 


perhaps-once or twice a year to suggest tovnorn by advertising 
| 


that they might have their rings remounted in newer 
styles. The mounts themselves are advertised or suggested 
atfairly reduced prices to promote this. Supposing that | 
you take advantage of this, you would like-to have one of 
chese new mounts and ,ou take in a loose stone, you don't 
take your old ring, you take a loose stone. Would there 


€ 
be any inquiry made at that time where the stone came from 
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MR. ELLIS: No. 
THE CHAIRMAN: I draw your attention to the fact 
our instructions are to make recommendations with regard 


to taxation which is going to maintain the flow of revenue 


to the Federal Government. This would cost, I think, 
: five and a half million dollars. Have you any thoughts 
i 
7, a8 to where that five and a half million dollars should 
t 


come from? It is true it is small, but we have had several 


8) 

9) submissions like yours and if you put them all together, 
10 they mount up. 

11} MR. GERSTEIN: We sincerely believe the 


12/ recapture of normal corporate tax would do a great deal 
13 to recoup this loss. This would also stimulate the 
144 industry as a whole and result in revenue in sales tax. 


15| COMMISSIONER WALLS: Both of which might 


16) eventually come out of the consumer. 
i 
I 

17) MR. G#RSTEIN: I think it is fair to say, sir, . 
| 


any tax ultimately comes out of the consumer. 

a THE CHAIRMAN: Or the shareholder or the employee 
0| MR. GERSTEIN: Who in another capacity is one. 
21) THE CHAIRMAN: A consumer of merchandise. Well, — 
I thizrk you have answered our questions most completely, 
23) and your submission took care of the main body of thought. 
sl We sincerely appreciate your bringing these matters to 

25|| Our attention. We will continue to consider them. Have 
26|| you anything else you would like to say to us? 

2 | MR. GERSTEIN: I think not. We appreciate your 
“a courtesy and the patience with which you have listened 


29) to us. 


30 THE CHAIRMAN: We have been very glad te hear 
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| 
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from you. Thank you. | 
MR. BLISS: There was one point you spoke of. 

You asked if a report was made on the value of diamonds 

to the customs at any time when any member suspected maybe 

they weren't duty paid. I can say this much for the 


tableware industry, that while we manufacture here, 


nevertheless there is a duty on our goods, and therefore 


| 
| 
| 
when we suspect, when we see some imported into the | 
country and they are being sold at ridiculous prices and 
we suspect that maybe there were false values declared on 
these goods, we have, as an industry, reported that to | 
1 Ottawa and worked very closely with Mr. Simms and his | 
| associates. The fact there is no duty, of course, they | 
cannot do anything about the diamonds. We certainly do 
with silverware. 

COMMISSIONER WALLS: It would also be easier to 


identify silverware than to identify diamonds. 


BR, BLISS: ‘That is right. 


THE CHAIRMAN: Thank you. Is there anything 
else, Mr. Secretary? 
THE SECRETARY: There is nothing else this 


morning. Tomorrow morning at 9:30 we have the Toronto 


| Estate Planning Council and later the Confectionery 


| Association of Canada. 


THE CHAIRMAN: We will stand over until 9:30 


i tomorrow morning. 


| ---Ad journment. 
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May 16,1963, 


---On commencing at 9:30 a.n. 


THE CHAIRMAN: Mr .Secretary, Supposing you start 
the proceedings by introducing our visitors. 

THE SECRETARY: Thank you, Mr. Chairman, 
Commissioners. We have before us this morning a brief 
from the Estate Planning Council of Toronto. Mr. E.A. 
Puddy is Chairman and present this morning is Mr. John 
W. Graham, Q.C., and Mr. D.R. Perry, Secretary of the 
Special Committee. 

I would like to enter the submission into the 


record as Exhibit No. 66. 


---EXHIBIT NO, 66: Submission of the Estate 
Planning Council of Toronto. 


APPEARANCES: 


E.A. Puddy, Esq. -- Chairman 

John W. Graham, Esq.Q.C. 

D.R. Perry 

THE CHAIRMAN: Good morning,gentlemen. We are 

delighted to have you with us today. We have read your 
submission. It is very interesting, indeed. It is our 
usual practice to ask people appearing before us if they 
wish to say a few words, not to read your submission, 
because we have already read it. It has been entered 
into the record without reading, and we have prepared a 
few questions we would like to address to you. 


We will hold our questions until after you make 


any remarks you wish to. Mr. Puddy, are you speaking? 
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MR. PUDDY: No, Mr. Carter. Mr. Graham will be. 

THE CHAIRMAN: Fine. Mr.Graham? 

MR. GRAHAM: Mr. Chairman, gentlemen. 

THE CHAIRMAN: You may stand or not, as you 
please. | 

MR. GRAHAM: Thank you, sir. Members of the 
Commission, I have no intention of recapitulating what is 
in the written submission. I would say only that our 
group, of which I am a member as well as on this occasion 
counsel, is, I believe, an extremely well-informed group 
and one who in their daily work are constantly involved 
in estate planning. 

We have not set ourselves up as experts, but 
have addressed ourselves to a few areas in which we sense 
disquiet with present tax arrangements, and we feel, for 
the betterment of our country. there could be changes. 
You will notice, in particular, with respect to our 
submission on the Income Tax Act we have only drawn 
attention to a problem that I am sure has been referred 
to you by many other persons making representations, 
namely, the entire question of surpluses, earned, 
accumulated, designated, and all other kinds which in 
endeavouring to plan estates cause numerous difficulties 
and lead, in our experience, to a substantial number of 
very artificial arrangements. 

We question whether such artificiality serves 
either the fiscus or the taxpayer. 

We confined ourselves much more to the Estate 
Tax Act and we have made certain submissions and recommen- 


dations there. I need not, I suggest, enlarge particularl 
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apon them save perhaps on one point which is point number 
4 and that has to do with the interrelationship of the 
Provinces and the Dominion in the field of death taxes 
and duties. That is on page 5, Mr. Chairman, and 
Commissioners. Our submission there is basically this: 
We feel that it is wasteful. We feel that it renders 
difficult the evolution of a proper comprehensive plan, 
if one is endeavouring to plan,with regard to the impact 
of varying, conflicting statutes which are taxing by 
levying duty on the same assets, and the suggestion that 
we advance is that one jurisdiction only, namely, the 
Central Government should levy taxes upon death. 

We are cognizant of the fact that several, 
cig not all three of the Provinces that are still in the 
field, one of which having recently returned, allege 
that the reason for their remaining or re-entering the 
field is the question of the revenue to be derived from 
guccession duties. To us there is nothing sacred in 
the 50/50 formula that has been developed and we 
suggest that if Ontario, for purposes of example, 
desired to receive a larger amount than the amount equal 
to that which the Dominion would receive, there would be 
no reason why the estate of an Ontario decedent should 
not be subject to, let us say, 110 or 120% of the normal 
tax on the group basis, as you take now under the Income 
Tax Act. 

With respect tothe Provincial taxes there is a 
saving which is perhaps not apparent if a process of 
this kind could be adopted,and that is that in every 


estate returns must be made to both jurisdictions. I am 


< 
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1 speaking now, of course, of Quebec, Ontario and British 


2| Columbia. This not only involves the estate, the heirs, 


3|| the family in added delay, but also, and this may sound 
4] rather ironic coming from a group whose members include 
5] trust officers and solicitors, increases the cost from 


6| the standpoint of the executor or administrator, and 
7 certainly increases legal costs in the case of every 
8| death, because of the necessity of completing and filing 
g| two death returns. 
10 There is no way of estimating this, but it must 
11) amount to many hundreds of thousands of dollars of money 
12|| which, in our view, is taken from estates on death and 
13|| money which should either remain in the estate or, if it 
14| is required for revenue purposes, go to the proper 
15|| ultimate destination. 
16 That is only one immediate source that I feel 
17| L should like particularly to comment upon. The others, 
18 1 trust, are relatively self-evident. It may well be 
19] that you have questions, and if so, we shall endeavour 
| to answer them. 

THE CHAIRMAN: Thank you, Mr. Graham, Before 
we address any questions to you, would you tell us a littl 
more about your Council? We see that it consists of some 
seventy persons. I was curious as to your activities. 
Presumably you endeavour to raise the skills and training 
of the people who are estate planners. Am I correct? 

MR. GRAHAM: Yes, sir. There are now in a 
number of cities of Canada groups called estate planning 
council, sometimes life insurance trust council, varying 


names of that kind. To my personal knowledge there are 
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such groups in Montreal, Ottawa, Toronto, Hamilton, 
London and Sarnia, and there may well be others of which 
I personally am not aware. 

The general setup is that you have life 
insurance agents, and you will have, depending on the 
size of the town and the group, not more than one or two 
men from each company. You will have one or two men 
from each trust company that is represented in the area 
plus, in the case of Toronto I believe it is eight 
chartered accountants amd eight solicitors. In smaller 
places it might be a smaller number. The membership is 
normally by election and an endeavour is made to have 
people who are interested in the estate planning field. 
The general pattern is monthly meetings from September 
to May or June. I will refer to the Toronto pattern which 
I know is the same as in most of the other cities. We 
have a dinner meeting about every four weeks. Have at 
least one speaker who will speak on some matter considered 
to be of interest to the group. He may be a representativ 
of one of the Taxing Departments. He may be a 
member of one of the groups represented. Normally there 
is also a question period. 

I personally have been a member for some five 
or six years. I have spoken at most of the other groups 
in Eastern Canada. They are knowledgeable groups and 
frankly, I think they do a great deal to improve what I 
would refer to as the expertise of the interchange of 
knowledge among those engaged in a rather limited, but 
nevertheless extremely important field of activity. 


THE CHAIRMAN: Thank you. In paragraph 2 you 
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refer to two matters that cause special disquiet, and 

they seem to us to be important matters, indeed. One 

is the difficulty of continuing a family or small business 
or effecting a satisfactory aale. The other one is the 
increasing tendency of wealthier persons to nn Canada 
in order to avoid the impact of taxes. 

Of course, we would like any evidence there 
might be as to the seriousness of these two matters. 
Certainly we have heard it said that these are significant 
and important. We wondered if there are many small 
businesses which are being sold as a result of estate 
taxes or if there are, in fact, many people who are 
leaving Canada. We know some, or we think we do. 

MR. GRAHAM: With respect to the first point, 
Mr. Chairman, our collective experience is that the 
sole proprietor, most of whose assets are involved in his 
own business, be it a retail business, a small manufacturi 
business, a professional practice, things of that kind, 
the business may be valued at anything from, let us say, 
$40,000.00 to $100,000.00 or $150,000.00. 

He is faced with several problems. in making 
proper provision for the happenings that will occur on 
his death. Firstly, the business is probably the sole 
source of livelihood for he and his family and, therefore, 
its continuance, if it is possible to do so, is very 
much in the interest of the family. He is,however, 
faced with the problem of evaluation as of the date MN 
death which normally means a much higher or better 
figure than would be the case three to six, or twelve 


months after death, unless there are immediate and 
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extremely satisfactory arrangements made to continue the 
business. 

Secondly, the necessity of settling the tax 
within six months. Your small businessman normally, in 
our view and experience, is not in a particularly liquid 
state and, therefore, many have resorted to life 
insurance, in one form or another in order to impart 
liquidity into their estate. This, however, is not always 
possible. If the man is relatively unadvised, he may 
by the acquisition of life insurance, merely aggravate 
his problem by adding it right on top. This then leads 
to our recommendations, because we do feel that this is on 
very difficult area which we encounter in estate planning. 
I am speaking largely of the pinata business which 
probably is not incorporated. 

Firstly, we suggest, or reiterate what might 
now almost be referred to as the old chestnut, namely, 
an alternate valuation date. We suggest not as lengthy 
a period as in the United States, but a period of six 
months with, of course, the proviso that if the asset is 
sold in that time, the amount realized should be the 
amount subject to tax, because i" this small business or 
practice which is peculiarly sensitive to the loss of 
the key man, the value may deteriorate markedly immedia- 
tely upon his death Ae the. family may never be able to 
realize anything like the deemed value as of the moment 
of his death. 

Secondly, we suggest that the period for 
settlement of taxes be extended. We suggest in a rather 


arbitrary way, but we nevertheless think it not unreasonable 
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a period of five years subject to the furnishing of 
security and the payment of interest. In other words, 
if a man is buying a business, it is extremely unlikely 
that he will beable to pay 100% cash. He will probably 
make some payments and then will liquidate the balance 
of this obligation over a period of someyears, with 
interest. This is very common in the event of death in 
a partnership, where one partner buys the estate of the 
other. 

If he is not in funds through insurance, or 
in some other way, he will probably make certain payments 
and then, out of the contemplated and expected earnings 
over a period of three, five, ten years will pay the 
balance, with interest. 

In a sense the capital levy, and that is what 
estate tax is, takes a chunk right out of the asset. We 
suggest that it would not be unreasonable and, further, 
would do much to perpetuate small bueinesses in the hands 
of the family and would avoid bargain basement sales if 
the pressure of having to settle taxes within six months 
was removed. We do not suggest for one moment that the 
amount to be paid should be less, nor that there not be 
proper interest or proper security to protect the 
fiscus but we do suggest that the period of six months 
4s much too short and there is such an extremely limited 
provision in the Estate Tax Act for settlement of taxes 
over a period; it is rarely applicable, the present 
section. 

Those are our comments with respect to the 


first point. I don't know, sir, if you would like me to 
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stop at this point in case there were some questions. 

THE CHAIRMAN: No, please go on. 

MR. GRAHAM: As to the second point, this is 
something which is difficult to document and which is 
difficult to be too specific about. At the same time I 
think it is fair to say that within our members are a 
fairly substantial number of men who in their practice 
are engaged in advising wealthier people, certainly in 
the Metropolitan Toronto area. Of the 35-odd life 
insurance men, well over half of them are members of 
a group of which you may have heard, the Million-Dollar 
Round Table. In other words, they are very large writers 
of life insurance. 

We had a Special Committee which worked on this 
brief andamong the members of the Committee alone there 
was, I believe, six or seven individuals who within the 
last couple of years, in order to minimize the bite of 
death, have so arranged their affairs, through liquidation 
of business, moving to sunnier and more salubrious 
climes, have withdrawn from exposure to Canadian taxes. 
Most of them who have done this, and I have had two in my 
own practice since last Summer, most of them make no 
bones of the fact that they have, through a lifetime, 
acquired certain assets; that they have no intention of 
seeing 30, 40 or 50% of it taken by the Government, as 
they refer to it, on their death, and they so arrange 
their affairs as to minimize the bite through either 
change of domicile, which of course is one of the best 


recognized means or, alternatively, through a pretty 


subtantial diversity program or arranging their affairs in 
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such a manner as to nearly as possible eliminate the 
taxation bite on their death. 

This is something, as I say, Mr. Chairman and 
Members of the Commission, that I think we. could 
probably prepare a list of eight or ten ene by this 
afternoon of whom members of our Council have knowledge. 


How widespread it is, we don't know. 
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We sense in our work that this is a growing development, 
and so long as certain of what we Hedin ec yea inequities 

in our tax systems are perpetuated, this will probably 
accelerate and not slow down. 

THE CHAIRMAN: What have you recommended which 
would take care of this situation? 

MR. GRAHAM: Our feeling there, sir, is in with 
certain other of our recommendations on page 4 of our 
brief, the second of our recommendations, but we recognize 
that there is going to be an estate tax. There is going 
to be death taxes or duties in the 1960's. One would be 
ostrich-like to think otherwise. 

At the same time, we have endeavoured to point 
out the relatively small contribution that this tax makes 
to the Exchequer, and the altogether disproportionate 
number of taxable estates under $100,000 that contribute 
a very, very small amount. We suggest that the ceiling be 
reduced. At the present time it is 54% in Canada on the 
very large estates. That, having regard to the necessity 
of settling taxes so quickly, in our view can be confis- 
catory. We would like to see a lower figure, but we feel 
realistically, the very top rate should not exceed 30%. 

There is one other of our recommendations which 
in a sense ties to this, and that is the third one. This 
raises the whole question of the Canadian selling his 
equity to a non-resident. We get here into the realm of 
the political and the overall philosophy that should be 
behind a taxing statute. 

At the present time, as the Commission is well 


aware, the rate of tax in the case of non-domiciliary is 
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only 15%. Therefore, there can be an 
extremely substantial saving if Canadian assets are placed 
in the hands of non-domiciliaries. This is related, of 
course, to those living in Canada, and it is related to 
those selling their interests. It has become Lalit attrac- 
tive for a non-resident to purchase Canadian equities. 
This, I think, needs no proof. It is well-known in many 
of our basic industries that a large percentage of the 
equity ownership is in foreign hands. We therefore 
suggest, as a matter of fiscal policy, that leone consi- 
deration be given to two rates of tax with respect to 
assets of non-residents, non-domiciliaries, I should say, 
with a higher rte of tax on equity ownership. 

We are conscious of the fact that this could by 
some be deemed to be in bad faith, that people had acquired 
assets here in the light of a certain set of circumstances. 
However, taxes, though they always go on, are by no means , 
immutable and we therefore feel there should be a measure 
of encouragement for Canadians and discouragement towards 
non-domiciliary ownership. 

THE CHAIRMAN: Thank you. 

COMMISSIONER GRANT: On this point, Mr. Graham, 
I was wondering if a higher tax than is now imposed on a 
foreign owner of Canadian equities were established, if 
it might have any direct bearing on the question of that 
man leaving Canada to establish another domicile. He 


might conclude that "If the tax is as high as it is, I 
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MR. GRAHAM: Mr, Commissioner, we agree entirely 


and that is intended to be implicit as part of the 


reasoning behind it. 


COMMISSIONER GRANT: Now, in your table 


on page 3, - _ you show that at the present time estates | 
to the value of $50,000 to $99,000 contribute only 7.7% 
of the total take; then you recommend that the exemption 
be extended to $100,000. 

Have you attempted to re-establish a table to 
show what the total take would be if the exemption were 
extended to $100,000, because I am assuming that you are 
thinking along the line that the present revenue is to be 
maintained after the loss of the ,440,000. 

MR. GRAHAM: Mir. Chairman and Mr. Commissioner, 
we were not necessarily committed in our thinking to the 
complete maintenance of the revemue in that figure. At 
the same time, we recognize that this is a not insignificant 
amount of money even though it is a relatively small percent 


tage of the overall taxation income. 


We had a little difficulty, I must say, sir. The! 
tax is, in fact, levied on the aggregate taxable value. 
There is an exemption for the first $50,000 of aggregate ne 
value. The statistics which we submit from the tables 
furnished by the Canadian Taxation Statistics - that 
would be governmental figures - refer to net value of 
estate. These three are all interrelated, and our 
thinking basically, therefore, was that if, instead of 
the figure of $50,000 of absolute exemption, that was 


raised to $100,000, it would tie in with the table which 
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we have produced, 

There would, therefore, appear to be a loss of 
some six-and-a-half million dollars. I cannot say what 
adjustment in rate would be required to make that up, but 


we do point out that if, on the administrative side, some 


56% of the work is eliminated, there should be some saving 
Further, if there is only one group involved in valuation 
and collection and assessment, there should be some saving 
Now, we do not have the facilities to equate 
these savings with the seeming loss of revenue of some 
six-and-a-half million dollars. However, we did feel that 
the amount could be readjusted without very much difficult 
because unquestionably there will be savings. 
COMMISSIONER GRANT: What concerns me in your 
recommendation is that the ceiling rate be not more than 
30% of the present total revenue of $82,900,000 that comes 
from estate tax. You are going to immediately take off 
$6,440,000, and then you are going to establish a new set 
of rates, progressive rates, so as not to exceed 30% of 
the aggregate taxable value of the estate. That would 
call for a re-arrangement of the present schedule of rates_ 
if the revenue was going to be maintained. | 
MR. GRAHAM: May I say, Mr. Commissioner, I 
appreciate your point. I agree with it completely. It 
was, however, beyond our capacity with the statistics 
available to us to re-develop rates because unquestionably 
it would require a higher starting rate than the present 


starting rate which is only 10%. It might well be that 
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be 15% or 20%. We are assuming the need for revenue is 
there, as I think we must. We were not suggesting a 
decrease in the total receipts of the Exchequer, but a 
re-arrangement of the schedule so as to provide broadly 
the same result, because unquestionably there would be a 
ees in the revenue derived from the largest estates 
because at the present time the effective rate for estates 
in excess of one million dollars is some 52%. Therefore, 
it would undoubtedly require raising of the rate in the 
intermediate figures. 

COMMISSIONER GRANT: And the intermediate 
figures... -.: 1. The lower value estates are 
going to get off much better than they are now, so also 
are. the higher value estates, but the estates in the middle 
if the revenue is to be maintained are going to have to go 
up. 

MR. GRAHAM: That would be correct. We do, 
however, have a question as to whether a capital levy of 
some $83,000,000 a year is a good thing. We felt socially 
that it would be impossible to advocate elimination of tax 
on death in the light of the political situation, and I 
mean that with a small 'p', in the country today. 

At the same time we endeavour to point out that 
this tax is panna among all taxes in that it is not based 
upon capacity to pay; it is not based upon earnings; it is 
not based upon price or cost or anything else. It is a 
pure, simple capital levy, and this is, of course, respon- 
sible for many of the problems that flow. 


In the overall concept, we would hope and we 
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it presently is because of the problems that we see that 
occur in our practice. If that is not the answer to the 
problem, then obviously the only answer is that the inter- 
mediate rates would have to be somewhat increased, but we 
are very conscious of the fact that it is a capital levy: 
and not based in any other way. 

COMMISSIONER GRANT: And deciding on any changes 
in the rates, this Cini may very well be faced with 
the fact that the Federal Government,now - that they have 
lost 50%, let us say, of the revenue from a third © 
province, may very well reach the stage where they say it 
is not worth it. Certainly, if very many more provinces 
come in and assert their right to take inheritance taxes 
and whittle the take of the Federal Government down farther 
and farther, that desirable situation which you point out | 
where you have one taxing authority with which to deal is 
going to be lost beyond recall. 

MR. GRAHAM: Mr. Commissioner, this horrible 
prospect has also occurred to us. We hope that this Commisr 
sion is sitting at a timely period, and that this tendency 
should be asserted and reversed before it does go beyond 
recall because if ever we get back to the chaotic days of 
the 1930's, and I suppose the only consolation was that 


the estates were a great deal smaller and therefore there 


were not so many problems, where the type of security that 
man owns has to be investigated to see in what jurisdic- 
tion it 1s deemed to be sited for tax or duty purposes, 


if we get back to that I think it would be a tragic 


ANGUS. STONEHOUSE & CO. LTO. 


TORONTO. ONTARIO 1 538 


I think our present concept of the one tax is a 
unifying ome and one which places all Canadians - speaking 
broadly, regardiess of where they live - on the same basis 
the Federal Government deals equably with all. 

We, therefore, suggest that ifany province, as the 
have in the case of income tax, wishes to receive a larger 
amount of money, that is the responsibility of that province, 
and you do at least have some recognition of the fact that 
the body that taxes has to disclose its hand and suffer 
whatever public reaction or pressure that there may be. 

However, we would be most concerned if the prese 
unfortunate tendency continued, and if it were not reversed, 
and that is why we felt - and I may say parenthetically 
that another group for which I act made representations to 
the Provineial Treasurer of Ontario with respect to this 
larger pertentage, and we were not rebuffed. I cannot say 
jmore than that. If something like that could be evolved, 
we think it would be a tremendous thing in the interest 
of all Canadians. 7 

- COMMISSIONER GRANT: Do I understand you to say 
that representations have been made to Ontario along the 
lines that you are suggesting in your brief? 

MR, GRAHAM: As a single collection, single 
assessment, single valuation, with Ontario taking whatever 
as opposed to the 50-50 basis, 65 or. 70,whatever Ontario 
felt they needed. Speaking rather broadly, they would 
need to get something between 65 and 70 per cent so as not 
to suffer a loss in revenue. If that was on a 50-50 basis 


they would suffer a loss in revenue. 
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COMMISSIONER GRANT: May I ask: was it by way of 
2) a formal presentation to a responsible body or has it been 
3] merely the basis of casual discussion? 
4 MR. GRAHAM: It was part of the representation 
5| from a very responsible body, sir. 
é THE CHAIRMAN: To the Provincial Treasurer, I 
7| think you sald? 
8 MR. GRAHAM: Yes. However, I do not want anyone 
9 to take the fact that he is committed in any way. 
10 COMMISSIONER PERRY: We know Provincial | 
11| Treasurers never rebuff any taxpayer. 
12 MR. GRAHAM: I bow to the Commissioner's 
13| experience. 
3 14 COMMISSIONER GRANT: I think that what I was 
15|| leading up to is that very thing, that representations 
16|| could properly be made to provincial authorities along the 
17|| lines that you were suggesting in the brief:and on the 
18|| percentage of take which you have enlarged upon in the 
19|| brief. Time would seem to be of the essence, 

MR. GRAHAM: I agree. I should also say - once 
again parenthetically - that as I believe the Commission 
may be aware, there has been a Royal Commission entitled 
a Committee appointed in the Province of Ontario, and 
among the representations to be made to it will be a 
‘similar representation. 

THE CHAIRMAN: I was just about to suggest that 
would be a most useful thing for you to do. If there was 
any relationship between your local organizatiorg I would 
hope that similar representations may be made in other 


provinces, too. This is something which is not. likely, 
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I do not think, to succeed rapidly unless it comes from 
within the provinces. 

‘MR. GRAHAM: Yes. It is not the Estate Planning 
Council of Toronto which has made these representations, 
but it is a very responsible body in this area with which 
I am quite intimately connected. They will be making 
representations to the Smith Committee on this point and 
may well enlist the support of other provinces or endeavo 
to do so. 

COMMISSIONER BEAUVAIS: There is also a Royal 
Commission on Taxation appointed in Cuebec. 

MR. GRAHAM: Yes. 

COMMISSIONER BEAUVAIS: But on this point, Mr. 
Graham, you say: "In each case it is alleged that the 
loss of revenue under the existing Tax Agreements is the 
reason for this duplication." 

MR. GRAHAM: Mr. Commissioner, I may say initiall 
that that may be an over-simplification of the reason, and 
it may be that there would be other reasons more impelling 
which have encouraged the Province of Quebec to decline to 


enter into this aspect of tax-sharing. 
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Certainly Ontario and British Columbia always 
say that this is revenue. They haven't emphasized to the 
same extent as have the provincial authorities of Quebec 

the constitutional aspect of this point. 

COMMISSIONER BEAUVAIS: Exactly, because in 
Quebec I think the revenue is no more than $20, 000, 000 
per annum on a budget of $1 billion, Is it not a fact 
that Quebec has levied succession duties since before the 
year 1900 and except for a few years during the war it 
has always levied this tax. It seems to me that Quebec 
regards this as an historical right, 

something it acquired years ago. 

MR. GRAHAM: Mr. Commissioner, I am not sure of 
the date of the institution of succession duties. In 
Ontario it was 1892 and I presume Quebec was about the 
same time. The recently retired Controller of Revenue of 
the Province of Ontario never ceased to say that Ontario 
had been in the field for 70 years and the Dominion had 
only been in the field for 20 years so why was the Dominion 
thinking the provinces should get out of the field? 


We, on the other hand, speak from the standpoint 


jof the taxpayers and those who endeavour to counsel and 


advise the taxpayers. Our very strong submission is that 

it is a wasteful development. It causes unnecessary diffi- 
culty and we should, in this Canada of ours, be able to 

evolve a comprehensive, inherent taxation system which 
ould, on the one hand, extract the maximum sodden from 

the taxpayer who, ultimately, is the same person and, on the 


ocher hand, do it with the least possible expense and confu 


39 Sion and interruption of his ordinary conduct of his 
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21] business. It is from that standpoint exclusively, leaving 


3| we make our submission. It does cause delay; it does 

4| cause expense; it does cause confusion. 

5 Our submission is that per se it is wasteful 

6| and that it should be corrected. 

7 | COMMISSIONER GRANT: Just ome more question, 

g| Mr. Graham, and that is with respect to your recommendatio 
9| that there should be a longer period allowed in which to 
10| pay the tax. When the present state of affairs was 

11] brought to the attention of the Department they stated 

12|| that there is a provision in the Act now for deferment of 
13| time for payment and it is Section 16. Have you had any 
14] occasion in your practice or in your experience when you 
15) asked for deferment under Section 16? 

16 MR. GRAHAM: The simple answer, Mr. Chairman, is 
17|mno. I must say, though, as a solicitor I object strenuously 


18|\to discretions being embodied in the law in this way in 


19| substitution for a general rule of reasonable application. 


20||\I don't suggest that there should not, in cases of undue 


21 hardship, be power under this statute or under the Finan- 
22\|\clal Administration Act or other appropriate statute to 
23|\make arrangements, but this gives the taxpayer no solution 
24|\whatsoever and I have never heard of a case where resort 
25 has been taken to Section 16. 

26 I am not saying there hasn't been such, but I 

27 |haven't heard of any. Mr. Puddy, who is our Chairman, 

28 land actively involved in this, says he has never heard. of 
one either, 


COMMISSIONER MILNE: I have one question to 
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3 1] address to you and it is in connection with this payment 
2) of tax. You mentioned, in your first point, the small 


3| sole proprietor with possibly a volume of business in the 


4| area of $40,000 to $150,000, and say, that particular 
5| person is an unincorporated business,as such, in respect 
6| to exemptions of assets above the $100,000 level would 


7| there be the same urgency for liberalization of the time 


g| of payment ? 

9 MR. GRAHAM: In my view, madam, yes. If the 

19 rate of interest to be charged was the same, for example, 
11/25 is charged with respect to income tax, namely, 6%, 
12||although some will say that is relatively cheap financing 


13 at the expense of government, I think most people will 


14| endeavour to avoid an interest charge of that measure if 

15| they possibly can. Therefore, I think there is pressure 
16||\to settle now if you possibly can. 

17 In my view, and in my experience, it is not a 
jgimatter of the size of the estate but as to whether there 
19/18 a difficulty in meeting tax within six months. I 

29 ||\Spoke earlier of the intense problem of the smaller family 
9, |business where 1t probably has to be disposed of and cannot 
92 /be mortgaged or other long-term financing arranged with as 


93\much facility as there could be with the larger estates. 


24 Certainly, there are many men who don't recognize 


q5 either the size of the tax or the necessity for settlement 


26 (Within six months and this does result in all too many 

g7 cases in forced sales, accepting a lesser amount than true value 
28 d consequent suffering for no point, no real gain at all 

29 on the part of the family. 


30 COMMISSIONER PERRY: Mr. Graham, I would to ask 


eee 
“euat 


Ay 


\ 
s 
\< 
) ANGUS, STONEHOUSE & CO. LTD. 
y/ 


TORONTO. ONTARIO 1544 


| you a very leading question. 
MR, GRAHAM: You are in character, Mr. Perry. | 


COMMISSIONER PERRY: We know very well that the 


Estate Tax Act as it now stands is a revision of a statute 
of some horrendous proportions that was cooked up during 


the war. I think it is agreed that it is a vastly 


improved piece of legislation. The leading question is 
this: would you agree that the general areas of complaint 
within the present Act areon the level of exemptions, on 
the point of alternate value duty, and on the period of 
payment for tax, the latter being probably the most acute 
in the case of a pension? I am not asking you to agree 
with this if you have any other point to bring forward, 
but just for our general guidance, would you say these are 
the main points? 

MR. GRAHAM: Mr. Commissioner, very definitely, 
yes. Those are three of our submissions, of our six 
submissions, and we feel they are the three principal 
points. I should say I am sure every one of our members 
feels that the Estate Tax Act is a very workable piece of 
legislation, broadly speaking. It was given a very fair 
investigation before it was enacted by the members of 
interested groups, but there are these three principal 
points with possibly one subsidiary area to which we 
referred, namely, taxation of non-domiciliaries. 

Certainly, as far as Canadian domiciles are 
concerned, these are the three. 

COMMISSIONER PERRY: ‘Thank you. Just going 
through your main items again, you almost anticipated one 


question I had in answering Mrs. Milne and that is on the 
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| 
possibility of a small business using its credit standing | 


2) to meet liabilities for estate tax. It must be recognized 
3| that estate tax is only one of what, in most businesses, 
,| woura be a series of substantial capital indents during 

5. the lifetime of the business. It does have peculiar 

6) aa0ecks, certainly. 

Normally, these heavy indents are met by 

8 borrowing. Why wouldn't a business with good credit stan- 


g| ding meet a liability of this kind in the way it would 


ij with any other heavy capital liability during its lifetime? 
10 | 


11 You have anticipated that in one sense by saying these 

12 businesses can't be mortgaged, but one wonders whether if 
13| they are in a state where they cannot be mortgaged whether 
14) they are really worth saving. 

15) is it that they are in such an illiquid position 
16| there is no way of squeezing a drop out of them at all? 
its this the sort of situation we are facing here? 

18 MR. GRAHAM: The problem, Mr. Commissioner, as 
19|we see it, is this: your typical retailer, service station 
20 operator, garage operator, plows most of ae pita! earning 
a1 beyond what he needs to support himself and his family 

97 back into the business, and the business, as long as he is 
93|there, will continue to prosper; one may assume it will 


94|\continue to prosper and continue to operate. He may weil 


_ 95|be able to establish credit with his bank, but when you 


26 remove the key man from a small business, a largely one- 


27 man or family business, the credit facilities are 


2g |jundoubtedly less available. 
29 The larger business with fixed assets, with 


230 corporate form, with a breadth of management, has much 


| 
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6 4] more depth, and in my experience commends itself. much 


more to bankers and professional lenders. Let us say 
there is a corner grocery store, and I am not trying to 
make any melodramatic plea, I don't mean that at all - 
but a relatively small business, and the man dies and the 
family may well be able to carry on that business, but 
they won't have the means to pay X thousand dollars, for 
the privilege of carrying it on, in cash, although they 
could pay it off over a period of time. 

This is not limited, and I wouldn't want to 
leave the impression in my view it is limited only to 
small businesses, because there are men engaged in - who 
I might call entrepreneurs, who have very substantial 
estates, but whose assets are so tied up, if you suddenly 
endeavour to extract a large amount of cash the whole 
thing collapses even though they are fundamentally 
completely sound. It was this type of thing we had in 
mind in suggesting the time payment. 

COMMISSIONER PERRY: There is a little subtlety 
that escapes me. I don't dispute your point at all. I 
wonder if the business is in a condition that the heirs 
can continue to operate presumably as successfully, or 
nearly as successfully as the decedent, .why they 
wouldn't have che credit to borrow. 

MR. GRAHAM: I have never been a banker. 

COMMISSIONER PERRY: I am trying to suggest we 
should, perhaps, have some bankers on the Estate Planning 
Council group. 

MR. GRAHAM: We have the Royal Commission. My 


experience... 
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COMMISSIONER PERRY: It is your experience that 
I would like. If you say in practice that is not the way 
it works I am quite happy. 

MR. GRAHAM: I am saying in practice it is the 
worst time to borrow, the worst time to re-arrange credit. 
The business is in a flux. The banker probably has some 
insurance policies assigned. He breathes a sigh of relief 


that he has this loan cleared. He is going to look very 


| closely and wait several months and see what sort of direc-= 


tion it takes and how the new management faces up before 
he is willing to commit himself. This is the practice, in 
my experience. 

COMMISSIONER GRANT: If I may re-enter this 
discussion at this point, I understand, Mr. Graham, that 


your plea is merely that the estate be extended a longer 


iperiod to meet the tax. It is not that you are asking for 


an alleviation lof sthe tax. 
MR. GRAHAM: Not in this connection. 


COMMISSIONER GRANT: That you be given a longer 


a9 \period to meet it. Mr. Graham, some of these hardships 


21) 


1 


i 
| 


t 
| 
{ 
} 


~ 251 


26 | 


could be avoided if the owner has sought and obtained the 


92 proper advice, I refer to the fact the Estate Tax Act now 
93 (permits a wife, for instance, to insure the life of her 


94 husband and that he may allow her the amount of premiums 


to the extent that the gift tax provisions in the Income 


Tax Act will permit and on his death that becomes not an 


97 asset of his estate. The proceeds are paid to his wife, 
| 


9g and as such can be made available by her to the estate by 


} 
30 | 
7 ita) Ree ae 


29 way of: (a) loan without interest; (b) loan with interest, 


} (c) funds with which she can buy assets of the estate 


| 


| 
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81] and hence put the estate in possession of business with Bat 
2 MR. GRAHAM: Mr. Chairman, Commissioner Grant, | 
3) I agree basically with what you have said, sir. would 
t out, however, that the type of third party ownership of | 
life insurance is not available to inhabitants of the 


Province of Cuebec on the basis you suggest. In the 


Province of Ontario it requires rather skilled advice to 


make sure you don't run afoul of the Ontario Succession 


Duty Act. We, of course, hope all those with problems 


will come to us and gain by our experience and counsel 
and we, in turn, can gain from their coming. | 
Our point, basically, here is: a longer period, 
the giving of enipretery proper and adequate security by | 
mortgage debenture, a charge to them as proper in the 
circumstances, and the payment of the interest in the 
meantime. 
Those who are well-advised rarely encounter, 
their estates rarely encounter, the type of problem that 
we refer to. Sometimes they do. Unfortunately, not every- 
one takes advice of professionals. Not infrequentiy a 


man is not conscious of the magnitude of the problem that 


is going to face his estate. In my practice, when you try 

to develop an inventory of a man's assets, he is surprised 

to discover he is worth $300,000. He was still thinking 

he was worth $90,000 or $100,000. There are men who are 

so involved in their business from day to day, they don't 

sit back and take a look at the broader picture. 
Therefore, our plea here is only that, with no 


minimizing of the revenue, the national revenue, and with 


proper security, that there be a more extended period 


ins 
s 
ce 
y ANGUS. STONEHOUSE & CO. LTO 


TORONTO. ONTARIO 1549 


91) granted for the settlement of tax liability. 
2 COMMISSIONER PERRY: I wonder if we can go on 
3} to the business of wealthy people leaving Canada. Can 


4| you tell us what the effect of this generally is in terms 


5) of the form of their assets? You said you find that they 
| 


6| are liquidating their estates on leaving Canada. What 


| 


7| does this mean? Does this mean that a man who has a 


into cash, and moves the cash to Bermuda or Nassau? 


5) Lares shareholding in a firm sells his shares, turns them 
9 


10) What I am really getting at, and it is really 


41/| another aspect of this problem of liquidity, what is the 


12|effect, generally, on the form of his property in leaving 
i ee 
14 MR. GRAHAM: In my experience, Mr. Chairman, 


i the type of change that a man will develop is probably 


17|0r foreign purchaser; again depending on the size. If 


ig|there is a large amount involved it will probably be a 


19\|\foreign purchaser, and the taking back of some type of 


fixed income producing asset. 


15 
16\|\2 disposition of his equity holdings either to a domestic 
20 


21 He may, of course, do it by means of gifting 
22\\from the point of view of trust, if he is in a position 
23\\to do so, 
24 
“*a5 
26 
27 ? 
28 


29 


30 
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The problem that faces many men, and even in 


absolute numbers it is a fairly substantial number, is 


that they are 60, 65, 70 years of age. The market value 
of their business, which is still largely in their own 
hands, is well up in the hundreds of thousands of dollars, 
yet it is not easy to find, in Canada, a purchaser for 
that type of business which is larger than a one-man 


business. 


Equity capital seems to be more ‘pase 
available from extra Canadian sources than from Canadian 
sources. I am sure that this Commission will have had 
representations as to the ways in which most people feel 
that may be changed, and he therefore liquidates by | 
either selling for cash, taking back securities in thac | 
corporation, or in another corporation. Some of it may 
be on a time-payment basis to him. | 
He completes the circle by deciding that he is 
going to live in Nassau, the Barbados or some other 
jurisdiction where there will be infinitely less of what 


he considers to be his money taken on his death. 


There is no single answer as I am sure tne 


Commission is aware. There are as many different answers 

as the ingenuity of man and man's advisors can develop. 
COMMISSIONER PBRRY: I was just trying to see 

what the economic implications of this sort of thing 

might be. If these people were breaking up large holdings 

of stocks and throwing them on to the Canadian market for 

broader dispersion, perhaps this might be a good thing. 
This might be a good thing to have them, ina 


sense indirectly, accomplishing what was intended by the 
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1 Estate Tax, that is, to prevent the concentrations of 


2) holdings of wealth. One would regret seeing them leave 


3 the country, but in the broader aspects this probably 
‘| is not very disastrous. 
MR. GRAHAM: We have noticed, and this was 


| 
| 
| 
t 
6 discussed by a substantial number of our members, we 
| 
7 have noticed an increasing tendency, I don't want to 


| put it too much higher than that --- among our own 


9) Committee we have personal experience of this 


10 increasing tendency over the last two or three years. 

11) People have become conscious of the fact that if you are 
12|| a non-domicilary you can reduce the tax bite very 

13) substantially. And thishas come through to the conscious- 
14|| ness of the public. 

15 COMMISSIONER PERRY: There is another point 


16) I have. I suppose it arises out of the subject we have 


17) Just been discussing. The sale quite often is to a non- 


18|| resident person. Generally in any other context people 
19| deplore the emphasis on foreign ownership in the form 
20| of fixed securities and they would far rather have them 
having an equity position, because this represents a 
liability which must be met only when there is a profit 
earned, whereas, fixed security is something that has 
to be met in any other condition. 

Your suggestion would go directly contrary to 
that. This is sort of a basic belief among economists, 
particularly. Do you have any comments to make on that? 

MR. GRAHAM: My comment must, I think in 
substantial measure,be personal. I quite agree that there 


is a seeming conflict. Canadians and Canadian corporate 


1 
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| investors have traditionally favoured a fixed income type 
of security. Our Canadian life insurance companies, for 


example, do not invest more than about one-third of the 


permitted amount under the applicable law in equities. 
Canadians with a fling in penny stocks,. though they 
do enjoy the up and down with the state of the market 
have not, for a variety of reasons, all of which are 
beyond me, indulged as heavily in equity ownership as 
have people of wealth in other countries and we have 
consequently seen in many cases the ultimate ownership 
in foreign hands, where we sit back comfortably with our 
5% or 6%, or whatever it was. This is very pleasant, but 
somewhat unimaginative, and our experience is that the 
business that is sold is rarely sold by means of a 


going public, if I may put it that way, a public issue 


a er a eee ER ee 


vith wide distribution. 


29 


30 


There is money available, there is international 


money available in practically unlimited amounts to 
purchase control of reasonably prosperous or very 

| 
prosperous Canadian businesses and this is very enticing | 
to a man who is getting on in years and is faced with a 
substantial tax problem and who says, well, how can I 
even arrange to leave it to my sons? This is an attractive 
package, if I can describe it that way, for a single 
investor possibly in the same general line of endeavour 
and the Canadian, in our experience, all too frequently 
ends up with the fixed income security with the ultimate 


ownership, control and direction being in non-Canadian 


hands. 


I quite agree that it is a wonderful thing to 
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1} have foreign risk capital. This is one of the paradoxes 

2| with which, nex Quasiean? and Commissioners, you are 

3| undoubtedly faced as to the appropriate tax policy and 

4 philosophy which will encourage investment in Canada and 

5| will preserve control and direction of Canadian business, 

6| 48 largely as possible, in Canadian hands. 

7 ' I have:no simple answer. 

8 COMMISSIONER PERRY: I just have on more question 
g| I would ask you to stand on your head for a minute and 

10| try and see what the position would be in the case of 

11| these businesses if there were no estate tax at all and 

12| these non-residents came in with these enticing offers. 

13| I secretly have a suspicion that they would be juat as 

14|| enticing to the owners of these businesses. 

15 MR. GRAHAM: Well, standing as I am on my 

16|| head, I can only say that the development of large family 

17|| businesses in Canada largely preceded the time when donee 

1g|| taxes were significant. 

19 Now, unquestionably there is an interrelationshi 
20|| on the income tax here. People have only become 

21)| conscious of death taxes, I suppose one could say, in the | 
22 last 35 years because there were some whose estates were 
23 SO mangled in 1929, 1931, ‘32, because of the valuation 

24| on date of death, that that stayed in the mind of those 

25|| who were concerned for many, many years, but I think it 


26 is only really in the relatively recent years that the 


27\| general public has become conscious of death taxes. I 

} couldn't say what the result would be if there were no 
| 
| 

ig pocatn taxes. As long as we do not have a capital gains 


39 | tax, I would think it would encourage the retention of 
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ownership in Canada. 


COMMISSIONER PERRY: On the optional foreign 
duty, Mr. Graham, are you very familiar at this point 
with the details of the American provision and I ask this 
simply because it has gone from my head entirely. I was 
familiar with it at one time. 

One point that I wondered about, for example, 
is whether you are permitted to take an option on 
individual assets in the estate, or whether it has to 
apply to the whole, and if you are not prepared to answer, 
please say so. I realize that you probably did not come 
prepared to deal with this in detail. 

MR. GRAHAM: It is my understanding, and I do 
not want to put it any higher than that, it is all or 
nothing, in most of the jurisdictions in the United 
States. 

COMMISSIONER GRANT: I have this observation to 
make, Mr. Graham: You are not the only person that has | 
brought tothe attention of the Commission the fact that 
Canadian small businesses are family businesses and are 


being sold to foreign ownership, but just from a super- 


ficial knowledge, which I myself would have, it seems to 
me that quite a number of small business and family 
businesses in Canada have placed their shares on the 
market, made them available to investors, one principal 
reason being to establish a Sadansieven for those shares, 

a market value, a day to day value, rather than to have 
value set bythe Succession Duty or Estate Tax Authorities 
and the majority of those shares are held in Canada, but 


of covrse available to any foreign investors. 
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That is a d?tfferent thing entirely from an 
outright sale of the business to a foreign owner. For the 
Commission to take cognizance of that statement, which 
emphasis is being given to not only by this body, but by 
others, it would probably 3eem to the Members of the 
Commission generally that we would certainly have to have 
some specific information on that. If there is anything 
of that sort available through your organization which 
could be made available to the Commission, I am sure 
the Commission would welcome that information. 

MR. GRAHAM: Mr. Chairman, may I say that if 
that could be left to me, perhaps be discussed with the 
counsel of the Commission, because the information which 
comes to us, of course, comes to us in our professional 
capacities and there would be a matter of revealing 
things that came to us in that way. At the same time, I 
think it might be possible to develop something . 
with Mr. Stewart which would be of assistance to the 
Commission and yet not violate any confidence. 

THE CHAIRMAN: Thank you very much, Mr. Graham. 
That is a generous offer. We accept it. 

There is one matter which I would like Go tesa: 
I was interested in the point you made: You considered 
it to be unrealiatic for the repeal of all inheritance 
taxes and succession duties. I have seen & : proposal 
that in fact these be repealed, saying that the low yteld 
is not worth the trouble, difficulty and the ill-effect 
to which you referred. 

Perhaps you had in mind that it was not really 


within our terms of reference to recommend such an 
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abolition without finding another source of revenue. 
Perhaps in fact you had in mind the thought that comes to | 
me. We have had it suggested to us several times that 
Canada should impose what might be called a capital gains 
tax. I do not suggest that a capital gains tax is an 
alternative kind of tax. In fact, we might have both or 
we might have neither. If one were to choose the 
priority as between inheritance taxes and capital gains 
tax, it might be an interesting exercise. Would that 
thought in any way influence you in saying that you do 
not come forward to recommend the repeal of this kind of 
taxation? 

MR. GRAHAM: Mr. Chairman, the answer to that 
is no. We did not contemplate, nor did we address ourselve 
to the question of a capital gains tax. I think it fair 
to say that the reason i our comment was twofold: Firstly, 
there are many who feel that the Department of National 
Revenue Taxation Division would be extremely reluctant 
to see the abolition of some taxes on death as a follow- 
up to income tax enforcement. 

I must say I have a good deal of sympathy for 
the Department's position in this. It provides an element 
of policing for tax evasion or avoidance. 

The second thing is that we did not sense, and 
in this we may be wrong, that the political climate in 
Canada today would enable any Government to remove 
"taxes on the rich". 

We just did not think, in our judgment, that 
this was politically feasible. There are many problems 


that arise. Mr. Perry and others have suggested that many 
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problems would be resolved if the tax were removed. 
Frankly, I do feel that the Exchequer need not suffer one 
penny of loss by rearranging of taxes. It does become 
almost a battle-cry in certain areas that this is a tax 
against the rich and, therefore, I do not think any ) 
Government in Canada would ever have the political courage 
to remove it. 

THE CHAIRMAN: Thank you very much indeed, 
gentlemen, for this extremely ineepepete presentation 
you made to us today. We will continue to consider what 
you have put before us and indeed, should you have any 
more thoughts on the subject and you would care to write 
to us, or address yourself to our staff or our legal 
advisor, we would be very glad to receive it. 

MR. GRAHAM: Thank you, Mr. Chairman. 

THE CHAIRMAN: In the meantime, we are extremely 
grateful. Thank you very much indeed. We will stand over 


for ten minutes. 


---Short recess. 
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THE CHAIRMAN: Mr. Secretary, I think we are 


} all ready. Would you introduce our visitors to us? 
| ‘THE SECRETARY: Mr. Chairman, we have now the 
| brief from the Confectionery Association of Canada. Mr, 
C.A.L. Sullivan is General Manager of the Association. 
He is here this morning, and with him is Mr. Gordon 
| Davison, who is Vice-President of William Nielson Limited 
| and a member of the Executive Committee of the Association. 
| I would like to enter the brief of this Associa- 


| tion into the record as Exhibit No. 67. 


| --~- EXHIBIT NO. 67: Submission of the Confectionery 
Association of Canada. 


SUBMISSION OF THE CONFECTIONERY 
ASSOCIATION OF CANADA 


Appearances: Mr. C.A.L. Sullivan 
Mr. Gordon Davison 


THE CHAIRMAN: Thank you, Mr. Secretary. There 
191s a supplement to the brief. Is that included in 
Exhibit 67? 

THE SECRETARY: This is included, sir. 

THE CHAIRMAN: Good morning, Mr. Sullivan, Mr. 


lDavison. Usually our participants remain seated. You can 


MR. SULLIVAN: Mr. Chairman, actually our main 
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points are contained in the brief and there is very little 
elaboration, I think, necessary. We do “ish, however, to 
emphasize that while our brief does set forth figures 
which would indicate that the tariff surcharge was very 
good to our industry, we do not wish to ask je any tariff 
protection. This is not part of our brief at all. We 
feel, in the overall good of the economy of Canada, such 
protection is not advisable. 

Our main brief is for the elimination of sales 
tax from our Sy the reasons are set forth in the 
brief. 

THE CHAIRMAN: Thank you. It is quite signifi- 
cant the extent to which imports have declined in the 
current year. That is due to surcharges, as you say. 

Are there any other reasons? 

MR. SULLIVAN: Well, the dollar devaluation 
would be another factor, and there has been increased 
advertising by our own industry in Canada, which, in turn, 
has promoted the consumption of domestic confectionery. 
There are other factors in it, too, but the dollar devalua- 
tion and the surcharge would seem to be the major factors. 

THE CHAIRMAN: Your own sales have gone up more | 
than the decline in imports, I assume? 

MR. SULLIVAN: That would be approximately 
correct, sir, yes. In fact, the per capita consumption 
overall of confectionery is increased fractionally. 

THE CHAIRMAN: You say is increased? 

MR. SULLIVAN: Has increased fractionally. From 
14.42 to approximately 14.47. That is the overall consump- 


tion of confectionery, both domestic and imported. 


ANGUS, STONEHOUSE &@ CO. LTD. 


TORONTO. ONTARIO 1560 
1| THE CHAIRMAN: Is it not 11.98 to 13.15? 
2| MR. SULLIVAN: That is of Canadian production, 


3] sir. 

4 COMMISSIONER WALLS: I have one or two questions 
5| Mr. Sullivan. I notice in your brief you do not propose 
6| the continuation of sales tax as part of any new tax 

7| structure, but rather you emphasize your own products 

g| should be added to the already large amount of exemptions 
9| there is to this tax; exemptions which would probably add 
a another 40% to the total tax take. 

11} Now, do you not agree that if commodity taxes 
12} are to continue to be part of any new tax structure, that 
13| the move should be to less exemptions rather than to 

ee eee the number of exemptions? 

15 | MR. SULLIVAN: Well, I emphasized, I believe, 

16 | Mr. Commissioner, in the brief, what we are looking for is 
17 [equality with other food products. We consider our product 


1gito be a food product. If the majority of the food products 


COMMISSIONER WALLS: I notice that you deal with 


MR. SULLIVAN: Well, I am not carrying any brief 


favour of or against carbonated beverages. However, 
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a eee consists of very highly nutritious foods. 
2 It is composed of highly nutritious foods. Some ingre- 
3 dilents that make up a chocolate bar, if baked, for example 
4) or if frozen, are sales tax exempt, but if put through 
5 another process and the result is candy, they are subject 
6| to sales tax. This seems unusual. 

2 COMMISSIONER WALLS: Are not many of your — 
8 products the same type of product that go into sare drinks? 
9 I have no brief for soft drinks, particularly, but it is s 

40 bard to draw a line of demarcation. 

11 Another argument which you use is the fact that 
12 the products that are part of your candy are themselves 
13 tax exempt. Of course, that applies to every taxpaying 


14|| Product. 


15 MR. SULLIVAN: That is true. 


16 COMMISSIONER WALLS: The end product pays the tax 
17|,but the intermediate ones do not. I think what you intend 
18 to bring out is that your basic products, when sold by 
i9| themselves, are tax free. We have exactly the same situa- 
20 tion with the barley and hops in beer and rye in whisky and 
21 Sugar and yeast and all of those things that are used in 
22 soft drinks and other forms of drinks, so actually the fact 
23 that the components are tax free is really no argument from 
24 \2D equity standpoint, is it? 

- 25 - MR. SULLIVAN: Well, I would suggest, Mr. Commis- 
96 |\Sioner, that we are looking, perhaps, at carbonated bever- 
97 bees as food. I believe you are looking at it in the same 


28 ategory as you would class confectionery, and to this I 


99 |take exception. 
COMMISSIONER WALLS: No, I am trying to ascertain 


30 here the Commission can find this line of demarcation, 
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1| There might be some people who would object to candy being 
2] considered as food. I notice in one of your other argu- 

3] ments you state if this sales tax was removed it would 

4) result in increased use of dairy products and other agri- 
5| cultural products. However, is it not a fact the more 

6| candy you eat the less you are going to eat of those 

7| basic products in their natural form? 

8 MR. SULLIVAN: This is debatable because we 

9| would compete with other impulse items. We consider the 
10] purchase of confectionery to be an impulse purchase, I 

11); do not believe that the average purchase of dairy products, 
12/|as such, is impulse. They are basic necessities in the 
13||same way as bread or some other such commodity, potatoes, 
14|| vegetables, et cetera. 

15 However, we would be in a better position to deal 
16|\with potato chips - to use that as an example. 

17 THE CHAIRMAN: Speaking for a moment to competi- 
18||tive products, you point out that you would be competing 
i9|with other impulse products. I think I get the meaning of 
20|ithe term. Would not tobacco be an impulse product? It 
21\lwould seem to me that candy, to some extent, competes with 
22|itobacco. I am not going to carry that forward and suggest 
23|it should receive the same taxes, but it just crossed my 
24\mind that perhaps that is a competitive product. 

25 COMMISSIONER WALLS: I take it you are saying 

26 |that because neither you nor I smoke but do eat candy. 

27 MR. SULLIVAN: Very good. That again is a 

28 |dif ficult question because certainly to the smoker it is 

29 hnove than just an impulse. It is almost a necessity for 


30llsome smokers. For the non-smoker the impulse would not 


2 
3 


24 
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1| exist. The impulse to purchase confection goes right 


across the board to all types of people, et cetera. I 

mean, a smoker smokes and a non-smoker does not smoke. 
COMMISSIONER WALLS: I would like to congratulat 

your industry on the success it has had even though you 

do credit tt pthe devaluation of the dollar and the austeri 

tariff, but certainly on a basis of ability to pay you 


have not got much argument for tax exemption from the : 


' figures you put before us. 


Now, while the removal of this sales tax may 
have some benefit to your industry, is it not a fact one 
of your largest members in the chocolate business, in spite 
of the reverse effect of the devaluation of the dollar, now 


finds that they are going to be able to successfully go 


15|into the United States market and compete with Hershey 


16 | and those other people? I was reading about that recently. 


17 


29 


30 


MR. SULLIVAN: Perhaps Mr. Davison would answer 
that. 

MR. DAVISON: Mr. Commissioner, I believe I 
would be tempted to say it is because of that, with the 
devaluation of the dollar, it has now made it possible for 
the first time in a good many years for us to compete on 
some sort of a reasonably equitable basis with the American 
manufacturers in the United States. There are still many 
problems, I can assure you, but I think what we feel is that 
if we can expand into the United States market where there 
is no sales tax, it will help to offset the situation as 
far as the Canadian market is concerned. 

May I just make one more point in connection with 


our reference to confectionery products as.a food product? 
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The line of demarcation - we feel there is discrimination 
in that you can take a certain piece of confection; 
biscuits are sales tax exempt, and strangely enough, if 
you coat biscuits with chocolate, they are sales tax 
exempt and you get to a pretty fine line. Therefore, some 
chocolate bars or candy bars are sales tax exempt, just 
one or two, and the rest of them are not. 

Again, it would almost be correct to say that 
they should be either one way or the other. 

COMMISSIONER WALLS: I agree. 

MR. DAVISON: Because, by and large, we are 
competing with other food products, and we feel that there 
is a discrimination factor, and I think the very fact that 
in Canada the annual per capita consumption is in the 
neighbourhood of fourteen pounds, in the United States, 
without sales tax, eighteen pounds, has some weight. 

In other words, we think if we do not have a 
sales tax, if we merchandise efficiently, we could get 
our domestic consumption up to eighteen pounds fairly 
quickly without a sales tax. 

COMMISSIONER WALLS: You bring forward another 
argument that has been placed before the Commission 


previously, and one which, so far, we find very hard to 


see eye to eye with the participants on. That is, you 


[state your difficulty is competing with the imported 


\ 


| 
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1| Value arriving in Canada. I assume your main arguments, 

2) im that case, are the fact that within your price you 

3|| have had to include certain administrative and advertising 
4 costs that you feel sales tax on the imported product does 
5] not have to include. | 

6 Is it not a fact, when customs tariff was 

7| established, it was established to protect the industry, 

gi to bring the price up into relationship with higher cost 

g| production in Canada, and that in effect the sales tax is 
19|mot only on the American price but the sales tax is also 
41/ On the tariff? 

vl Also, is it not a fact that the imported products 
13 themselves, through national advertising in magazines, and 
14),S° on, do pay that cost on the product that comes into 

15 || Canada? 

16 It seems to me it is very hard to define where 
17|\they are getting any advantage over the domestic producer 
igin sales tax, and if you care to enlarge on that, we would 
19|be very interested. 

20 MR. SULLIVAN: The importer in Canada is the one 
21|\that has the advantage. The overall cost to him - granted, 
22\|there must be a certain amount of advertising built into 
23\\the cost at the point of origin, and whether or not this 
24 \\advertising flows into Canada is another question; maybe 

- 95\|it does. After all, our main imports, incidentally, come 
26|from the U.K. rather than the States. 

27 The importer still does not pay more or very 

28 |little more for the bars than the manufacturer in Canada 
29 has to pay for the cost of manufacturing. Therefore, at 


30 |ithat stage, they are almost level. Im addition, however, 
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the domestic manufacturer must advertise. He has certain 


selling expenses, administrative expenses, et cetera, et 
cetera, on the total of which the taxes apply, whereas 

the importer, having once paid his tax, he is then free 

to have his extra costs without any tax applicable thereon 

COMMISSIONER WALLS: Then, my next question 
would be: if the Said tax was moved forward to either 
the wholesale level or retail level, it would remove that 
inequity? 

MR. SULLIVAN: If it were placed on the ---? 

COMMISSIONER WALLS: On the product. 

MR. SULLIVAN: On the sale by the importer. 

COMMISSIONER WALLS: On all products. If the 
sales tax, instead of being collected at the manufacturers' 
level, say, at point of import; if it was now collected 
between the wholesaler and retailer or a retail sales tax, 
then it would place you all in an equitable position? 

MR. SULLIVAN: Yes, I believe that would be the 
same for all industry, not just the confectionery industry. 
I mean, the same problem, I believe, exists in other 
industries, not just in the confectionery industry. 

THE CHAIRMAN: Mr. Walls, can we return to the 
first question that you asked, regarding the difference 
between imported and domestic goods? I do not understand 
the reply to that, because I would have believed that the 
purpose of the tariff is to place imported goods in an 
equal position to domestically-produced goods, and they 
28 Imust be purchased abroad at a fair market value, I think, 
in the country of export, and I believe that is taken to 


e at the same level as would have been the case in Canada. 


29 


30 
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Therefore, they should pay the same charges, 
and if they do not, if the price is lower, somebody is 
liable for dumping duties, which is under an extreme 
penalty. 

If I am correct in that, the duty is, in fact, 
carrying out its task, and I would have thought the 
result would be an equal base for the two. Is that not 
right? 

MR. SULLIVAN: Mr. Chairman, in theory, I think 
you are quite sees That is the function of a duty. 
Whether the duty is, in fact, high enough to accomplish 
that purpose is another factor. 

THE CHAIRMAN: The duty may be wrong or the 
assessment may not be properly done, but really, what I 
am asking - is the principle a fair principle? 

MR. SULLIVAN: It is a fair principle. However, 
in some countries, and I do not want to get into a whole 
field of the various, shall we say, encouragements for 
export that exist, but one example I might give, with 
respect to Ireland: when confectionery is exported there 
is a rebate based on sugar and sugar content to develop 
the sugar industry in Ireland itself. So that there are 
certain features that would make the price rather low 


coming into Canada. 
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THE CHAIRMAN: Does this rebate not offend 
some international treaty? 

MR. SULLIVAN: Not to my knowledge. 

THE CHAIRMAN: Mrs. Milne has a question. 

COMMISSIONER MILNE:  .. This question is in 
connection with paragraph 11 where you suggest that the 
exemptions of the sales tax would result in the utiliza- 
tion of more packaging materials which are Canadian made, 
I assume this to mean. I was wondering if you would 
enlighten us as to how that would happen or why that shoul 
happen. I am not familiar with packaging. Is it not 
mostly Canadian? 

MR. SULLIVAN: Yes, it is, utilization of 
Canadian made packaging materials. 

COMMISSIONER WALLS: Irrespective of the woul: 
of packaging you have to pay sales tax. I think what Mrs. 
Milne is bringing out, it seems to me you are already 
doing an excellent job of packaging. If there were more 
packaging it would result in smaller chocolate bars. 

MR. SULLIVAN: What I mean by that statement is if 
we sold more chocolate bars obviously we would utilize 
more packages. 

COMMISSIONER WALLS: Yes. 

MR, SULLIVAN: If we sold twice as many bars 
| we automatically use twice as much packaging material. 
COMMISSIONER MILNE: I misinterpreted the para- 
| graph. Thank you. 

COMMISSIONER WALLS: I have one question, more 
for information than anything else. I am rather intereste 


| to see that the main competition is with the U.K.,rather 


ANGUS, STONEHOUSE & CO. LTD. 1569 
TORONTO, ONTARIO 


than the U.S. I presume that is mostly toffee. 

MR. SULLIVAN: It goes right across the board, 
sir. 

COMMISSIONER WALLS: It would seem to me in.- 
competition as far as chocolate incite eeenehe are concerne 
and other candies, that your industry is doing a ery good 
job. 

MR. SULLIVAN: I might suggest, Mr. Commissioner 
that we are blanketed with imports from almost every 
country you can imagine including Jape: Israel, Ireland, 
Austria, Australia, Finland, . Greece. The main one, 
of course, is the United Kingdom. 

THE CHAIRMAN: Do you have an opinion whether or 
not the levels at which sales tax is ‘imposed should be 
altered and placed at the wholesaler retailer level,or at 

the consume i2:vel? We have had representations that 
it should be placed at the retail level. 

MR, SULLIVAN: We have never discussed this in 
Committee, Mr. Chairman. I can't give this as the 
formal opinion of the Association, but if we must have 
tax, and we don't wish the tax at all, but if we must 
have tax at either the wholesale or retail level, it is 
preferable at the level where the consumer can see what 
is being paid. 

THE CHAIRMAN: Your first choice if there has 
to be a tax is the retail level, and the second choice is 
the wholesale level and the third choice the manufacturers 
level? 

MR. SULLIVAN: That would be pretty much the 


thinking. Would you agree with that? 
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MR. DAVISON: As an industry I agree. As a 
Canadian taxpayer I believe that it is a pretty init oldeciel 
method of taxing. With the retail business in Ontario 
and other municipal retail sales taxes, I would think 
probably from the Federal Government's point of view 
the present method is better. They are dealing with 
fewer people and it probably is a little more efficient. 
That is just a personal opinion. 

THE CHAIRMAN: I am sure you are correct in 
that, mt I would like to know what the opinion of your 
industry might be. 

MR. DAVISON: Obviously we would like to have 
the tax exposed so the consumer is aware of it. 

MR. SULLIVAN: One problem with the current 
method, having it built into your price structure it is 
a tax with mark-ups, wholesale and retail, and is a 
portion of the value of the product well beyond the 11% 
which is paid by the manufacturer. There are two profit | 
margins. | 

THE CHAIRMAN: Pyramiding. 

MR. SULLIVAN: Pyramiding. 

THE CHAIRMAN: This is a word we hear so often 
used. Of course, if there is pyramiding it means the 
consumer pays the profit mthetax as well. If he didn't 
pay the profit on akg, somebody would get less profit, 
the retailers, presumably, or the wholesalers. [I imagine 
both might get less profit than they are now getting. 

MR. SULLIVAN: That is correct. 

THE CHAIRMAN: Could they stand this? What would 


‘be the effect? Would you have bankruptcies in your industpPy? 
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MR. DAVISON: That is a very difficult question 
to answer, Mr. Chairman. Our retail selling price of 
$1.69 which includes the 11% tax and the mark-up between 
the wholesaler and retailer has to go up to $2.40. It 
would have some effect on those two industries. I don't 
Know to what extent. We haven't given it any particular 
thought, because we haven't thought seriously of the 
sales tax being collected other than at the manufacturers' 
level. 

THE CHAIRMAN: I am assuming that is what you 
are thinking of, because it is at the manufacturers' 
level that there is pyramiding. If there is pyramiding, 
somebody is obtaining a profit on the tax and if the 
pyramiding was removed because of the change of level 
that profit would disappear. 

MR. DAVISON: That is correct. 

THE CHAIRMAN: I am just wondering what the effec 
of the disappearance of profit would be. I don't think 
you are in a position to answer me, but I would suggest 
it might be well worth considering. One industry has 
suggested to us that it might cost each retail outlet as 
much as $1,200.00 a year. 

MR. SULLIVAN: Perhaps, Mr. Chairman, we may 
be able to supplement our brief with same views on that. 

THE CHAIRMAN: We would be very glad to have 
them. It is an important matter. 

MR, SULLIVAN: Yes, indeed. 

COMMISSIONER WALLS: Withthe increased use of 


vending machines for chocolate bars, what difficulty would 


be involved with the tax moved forward to the retail level 
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1| MR. SULLIVAN: If tax moved forward to the 
2) retail level, and the ultimate price generally speaking 
3| of chocolate bars is five cents and ten cents, I presume 
4| that the tax would be paid by the owner co the vending 
5) machine. 
6| COMMISSIONER WALLS: How is he going to collect 
7 the retail tax unless he turns out a cheaper bar, let us 
gi say a bar at eight cents and a tax of two cents? 
9 COMMISSIONER PERRY: I think Mr. Sullivan's 
10| answer may be that small purchases are exempt from retail 
1i sales tax. Very few provinces go down to five or ten 
12|| cents. 
13 COMMISSIONER WALLS: I was thinking if the 
14| Federal tax was moved forward. There is no guarantee 
15] either we will recommend or the Government decide on.that 
16 exemption, COMMISSIONER PERRY: I think they: would decide 
it. 
THE CHAIRMAN: Mr. Perry, you have a question? 
COMMISSIONER PERRY: I am interested in the 
statement you make to the effect that production and sales 
of your industry would increase without this tax. Would 
you care to say how you expect this to come about assuming 
you are in this fixed five cent, ten cent price? 
MR. SULLIVAN: It is rather difficult to prove. 
We have an indication of what has happened over the past yaar 
| through the effect of dollar devaluation and through the 
tariff surcharge. This gives us a picture of what could 
idviei when we are able to better compete and move in 
on the market previously enjoyed by confectionery of 


imported origin. If we were enabled to compete with food 
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products, compete for the consumption dollar, we feel 
that there would probably be an increase. 

COMMISSIONER PERRY: In what way would you find 
you were better able to compete? 

MR. DAVISON: We nave found in the Gent when 
commodity prices have warranted increased values in the 
form of weight increases, and that is really the only 
way when selling chocolate bars at fixed five and ten cent 
prices, if we can increase the size of our bars --- for 
instance the cocoa bean fluctuates from 20 cents to 
60 cents and when it gets to 20 we can make the bars a 
lot larger than when they are higher. We find that our 
sales have benefitted very greatly. We think the result 
of the removal of the 11% sales tax would increase 


the values in increased weight of our products. 
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We are sure that that would have a very substantial effect 
on the sales of the industry product again in competition 
with other food products that the public might buy. 

COMMISSIONER PERRY: Thank you very much. I 
just wanted to hear you say that. 

COMMISSIONER WALLS: I must return to the other 
point that my colleague took exception to. We collect 
sales tax on all of these chocolate bars at the manufac- 
turers' level. Your five and ten-cent items; how big a 
percentage of your industry do they make up? 

MR. DAVISON: I can speak for our company, but 
not for the industry. I think Mr. Sullivan could. Off- 
hand, I would say probably 50% or more. 

MR. SULLIVAN: Better than 50%. 

MR. DAVISON: Maybe 75%. 

COMMISSIONER WALLS: In fact, if the tax was 
moved forward to the retail level and it wasn't possible 
to tax small items of that kind we would lose about 50% 
of the tax we collect today; is that right? 

MR. SULLIVAN: Im one sense. If the sales tax 
was taken off confectionery and made retroactive for one 
year cans would be available approximately fifteen million 
dollars from which 50% or better would be directed back to 
the coffers of corporate income tax, so you have the other 
half. 

THE CHAIRMAN: Do you really think there would 
be that increase in corporate tax? Surely, if the consump- 
tion tax is passed on to the consumer profits are not going 
to be changed? 


MR. SULLIVAN: I was saying if it was done 
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2 K retroactively that fifteen million dollars would be back 
q|| into the industry and a good portion of it would find its 
3] Way back. 
4 COMMISSIONER PERRY: There is a little bit of a 
5| dilemma here, if the amount that is now going out in 
6| consumption tax were replaced by more chocolate in each 
7| bar, therefore, your cost remains stable and there is 
g| going to be no increase in profit as a result of the 
g| change. The changewuld come as a result of the rate of 


10 consumption. 


11 MR. DAVISON: That is right. 

12 MR. SULLIVAN: More sales. 

13 COMMISSIONER PERRY: More sales, yes. 

14 MR. SULLIVAN: And more employment. 

15 COMMISSIONER GRANT: This is a question for Mr. 


16||\Davison. I believe earlier in the brief you said in 
17|)answer to Mr. Walls that the devaluation of the Canadian 
1g|)dollar has resulted in the industry expanding in the 
19||\United States; am I correct? 
20 MR. DAVISON: That is correct, Mr. Commissioner. 

COMMISSIONER GRANT: By that, do you mean your 
sales have expanded or has there been any expansion by 
way of establishing plants? 

MR. DAVISON: It would be safe to say, up until 
a year ago there was practically no export to the United 
States at all. Now, within the last six months, most of 
the larger Canadian manufacturers have been studying the 
American market and several companies have started to sell 
from their Canadian plants. No one, I believe - and I am 


only, again, speaking for our own company, but I believe 
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If there is a Gatt reduction in tariffs we feel 
14| we can compete on an equal basis if the tariff comes down. 
15|1f that were to happen in the next year or so then we 
46) wouldn't be concerned about what might happen to the 
17 Canadian dollar at a later time. So far, all our export 


is from our Canadian plants. 


— 
oo 


19 COMMISSIONER GRANT: Whereas a premium dollar 


99||would assist you in establishing plants, the discounted 
91||\dollar assists you in sales for export? 
MR. DAVISON: That is correct. 


COMMISSIONER GRANT: It means you are getting 


MR. DAVISON: Yes, and in the long run we will 
lhave to consider that based on all other factors. 


COMMISSIONER BEAUVAIS: What tariff rate is on 


MR. DAVISON: Fourteen per cent. Getting back 


Ito this duty situation, we had themost adverse ruling that 
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4 1 we could possibly have on the value of our product. The 


rate of duty is only part of the problem. The value at 


i) 
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which the duty is paid is the other. We have just recentl 


received in the industry a very adverse value for duty 


i 


which has made it a little more difficult for the industry. 


wn 


6 THE CHAIRMAN: You recommend, under the heading 


of personal income tax, proportional taxation rather than 


~~] 


gia graduated tax. This has a lot to recommend it, as you 
g| indicate in your submission. It is also very attractive, 
190| 1 think, to persons who pay more tax than ees ‘Do you 
11 know of any countries that now have proportimal income 
12 taxation? You might mention the U.K., which did at one 
13| time. It no longer has this sort of tax. I don't know of 
i= now. There may well be some. Have you any views you 
15 ||Would like to add to what is already in here in regard to 
16 that subject? 
17 MR. SULLIVAN: We have been.qgeaking in Canada, 
18 with great concern, of foreign-controlled corporations 
jg|and the large investments made by foreigners, which are 
20) Very welcome, but at the same time it does cause some 
concern. This would appear to be one method by which the . 
Canadian that reaches the higher income bracket would have 
a little left over after taxes to invest in his own 
company and in his own country. I was interested in 
hearing a portion of the brief that was presented prior 
to our presentation, and it is true that the British do 
suffer from extensive taxation and they should be the very 
ones we are looking to. I wish I was a rich man. 

THE CHAIRMAN: The balance of your submission 


deals with duties. We have pretty well come to the 
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2| policies than they do to taxes. That being so, we feel 

3| this area should not be considered to be within our terms 
4] of reference and we are not, therefore, going to deal with 
5] matters contained in your paragraphs 22 to 25, 

6). MR, SULLIVAN: That was included simply as a 

7| very broad interpretation of the terms of reference under 
8 the general heading of "Revenue" and its impact on the 
ie general economy. 

10 THE CHAIRMAN: I think there are a lot of people 
11| that would consider the terms of reference might be 

12| extended to that or. might, in fact, extend that far. We 
13|d0 not believe they do. 

14 COMMISSIONER WALLS: They are so broad, we would 
15 like to see them narrowed a little. 

16 THE CHAIRMAN: I think those are all our questions. 
17|1f you have anything further that you would. care to say to 
1g|US, we would be glad to hear it. If not, we thank you 
19|very much indeed for your appearance here this morning and 
20 ||your excellent submission. 

We will continue to ponder it, and the matters 
that a raise are of great significance to us and to all 
of Canada. Thank you very much indeed. 

MR. SULLIVAN: Thank you, Mr. Chairman and 
Commissioners. 

THE CHAIRMAN: Mr. Secretary, is there any more 
business? 

THE SECRETARY: That is all this morning, Mr. 
Chairman. Tomorrow at 9.30 we have the Anaconda American 


Brass Limited and later, a presentation by Mrs. Florence 
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61] Oddleifson. 

2 THE CHAIRMAN: We will stand over until 9.30 
3| tomorrow morning. 

4 
5 


6 --- Adjournment 


| 
| 


7 


10 


ve ; 
ie hey 


Davey re 
wat eb Var 
Hey a 
f Henny Mii 
ae tae PVT UGA Sy, aha ate 


NM 


hike 


4 he 
alt 


b 
1h 


hi 
HARA 
aK, 


i; 
Ly 


4, Pee 


ae 


ry UM Pare - 


. 
i” . vi 
4 . - ' ) a 1 ‘ ; Pa 
rh, hs 


cg GOREN ri eR a Peer. Dal 


\ 
j 
1 
i 
4 k 
tt 
i Fi 
i 
t ' 
4 
i 
' ry, : Y 
: . 
‘ 
é ; \ 


' vue Thy ‘ wy Ny 
ey er Ms i abit 


ef 
' 


a 
eae 


OE De Re @ sae 
eso erat patie eee 
: * i - a0) Ce) ae oo 
VOLO Sbi wether aiyeitg : tian » 

a ¢ 


Paes we 
elise mtiadnlv@ teiteere 
Cie 
asm anhl 
Sy AN | 
epee 


appeeetihe Bh emis 


ere 


behays 
PSH EY ao: 
ENS pn oLened 

we eo om 


wall BAA cy 
PR crimes om anh a 


ea SY ee 
(MNMAAM KR RBe Ree 


“ wR Ree wi Z 
LEMIRE Shen Pe ne ane ee 
Stres yrerre apiece hae 


3 say 
ansie > ? PNB e anti te iya\: 
; ‘ ner me ’ Y : Coen) 
Goce rere k oes 

nin hari hye iat 
vena abe es 
Ps atts, 


- EWS wa OG le ia 
a EH el Nat tommy on 
emer tee e baa s ‘ -~ 
2 : ¢ ms PC MAD TS Sebi Beles i u ee i 7 
ie 9 aire" retive ‘ . . Sol eRe ay 3 
SO ae OE A PU Rtee | ae ; omen “ is 5 - 
Sate eat al se > ¥ 


epee RAYE a iw 


(Maret: 
Sicaishny Coen 


v ‘ 3 3 et Rf ely R NA por we. 
4 - R 4 Mw ? ee ma a ha) 
«SON Os... <pene nits 4 1 " ° é 
Deksearemdiete Bet f : smote 
areas s: 


on eM fyi MeN RH eaikey 
mH Mohini, 

Ue ~ 280 whe 
per yrees 


; C8 atm satsne 


are onsepech paren ato 


ans ea j . i ; ste : : crerivonk rey. 


Prataod oon 
poh aa 


oe: 
EE AGA RY OH ELE OA #5 28) Yea thats = 


~aenee 
An eae, 


